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For the Business Man 


REAL DANGER IN OUR GOLD 
HARRY SCHERMAN 
Simon & Schuster $1.00 

The fear that Germany’s foreign barter sys- 
tem will render our gold useless is more propa- 
ganda than fact, since first they must subjugate 
us to make their ‘‘new international order’’ 
work. The real danger is government monopoly 
and ownership of all gold, which offers an easy 
way to wipe out the rising government debt 
and so bring about inflation. 

»?e«« 


CAPITALISM THE CREATOR 
CARL SNYDER 
Macmillan Co. $3.75 
The former statistician of the New York Fed- 
eral Reserve Bank comes to the defense of 
capitalism and the part it has played in man’s 
progress during the centuries. Also gives 
causes and means of avoiding depressions. 44 
charts give picture of economic progress over 
the past 150 years. 
»?e«« 
SECURITY ANALYSIS, 
PRINCIPLES AND TECHNIQUE 
BENJAMIN GRAHAM and DAVID DODD 
McGraw-Hill $5.00 
Since the publication of this book in 1934 
various laws and economic conditions have 
made a revision necessary. The work of a prac- 
tical analyst and Columbia professor, brings a 
larger number of illustrations and statistical 
data into an already standard text on securities. 
»»?e«« 
CANADA: AMERICA'S 
PROBLEM 
JOHN MAC CORMAC 
Viking Press $2.75 
With the increasing importance Canada is 
gradually attaining in the British Empire as 
a result of the present European conflict, the 
United States must now reconsider the Ameri- 
can policy as stated in the Monroe Doctrine. 
Political, economic, and national differences of 
the two neighbors are compared and analyzed. 
>>e«« 


IDLE MONEY, IDLE MEN 
STUART CHASE 
Harcourt, Brace $2.00 


A fresh approach to a better understanding 
of the new economic order which has closed in 
on us since 1929. Mr. Chase unravels and 
simplifies the complex factors which have been 
at work-—the implications of idle capital and 
workers, old age pensions, saturated markets, 
falling population curves, etc. This study pro- 
vides the present generation with a more realis- 
tic picture of the facts rather than a rehash 
of the old formulas. 


»»e«&« 
These books may be ordered from The 
Magazine of Wall Street book department. 





“Call for 
—_ MORRIS” 


New York, N. Y. 
September 18, 1940 


Philip Morris & Co. Ltd., inc. 


There has this day been declared a 
regular quarterly dividend of 75¢ per 
share on the Common Stock, payable 
October 15, 1940 to holders of Com- 
mon Stock of record at the close of 
business on September 30, 1940. 


L. G. HANSON, Treasurer. 
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In these tumultuous times, we are witnessing the passing of 
an old order. The economy of a world girded for drastic 
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changes presents many bewildering problems to security 
owners—what to buy—what to hold—what to discard. 
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At such a time, the sound pointed guidance of THE MaGa- 
ZINE OF WALL STREET can be more helpful to you than ever. 
Let Us Appraise Each fortnightly issue interprets today’s lightning changes 


. in business, industry, politics and foreign affairs . . . effects 
Your Present Holdings f te eee _ 
of our huge armament program . . . pending Excess Profits 


As a regular subscriber you may request opinions, Taxes... provides you with forecasts of market trends and 
by wire or mail, on up to three listed stocks or securities . . . the latest facts on earnings profits and divi- 
bonds at a time . . . and in return recetve— dends . . . detailed analyses of leading industries and com- 


without charge — the impartial advices of our panies .. . plus specific recommendations of securities offer- 
analysts in the form of a personally dictated reply ° ay : snark 

sla ope ing the greatest opportunities for income and appreciation 
fitted to your individual needs and objectives. ater: 
.. . how to plan a safe investment course under present 


conditions. 


we ------------------- Subscribe Today!--------------- ------ 


THE MAGAZINE OF WALL STREET, 90 Broad St., New York 


O Enclosed find my remittance of $7.50 for which enter my subscription to The Magazine of Wall Street for one year—including 
your First Edition Copy of “THE POCKET STATISTICIAN” and Continuous Inquiry Privileges for one year. (J Bill me. 


0 I enclose $12.50 for a two-year subscription (52 issues), including all the above privileges. [ Bill me. 
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With The Editors 





Worth Noticing 


AmonG other features in this is- 
sue, are two with histories behind 
them. Each has a particular call on 
your attention because the men re- 
sponsible for them are attempting 
to duplicate their successful handling 
of the same subjects in the past. 

First there’s the piece on the air- 
crafts, page 724. “Another Look” 
at them means exactly that, an- 
other look to bring you up to date 
on how they shape up as invest- 
ments or speculations, as well as 
how the industry is doing. The last 
time this analyst gauged the avia- 
tion picture he made two_ points 
very definite: that the industry was 
barely started on a climb that would 
smash all records including that of 
the motor industry for speed; and 
that the improvement was so obvi- 
ous it looked at the time as though 
aircraft securities were in for a set- 
back. That was last November, a 
perfect time to sell the aircrafts, 


retain your faith in the industry, 
and wait for the chance to take the 


stocks back at more. reasonable 
levels. 
When it comes to advice on a 


subject like this, nobody needs to 
be told to stick to the man whose 
judgment has already been vindi- 
cated. All we told him was to 
avoid pressing for anything spec- 
tacular, give us his views as if he 
were talking to someone who had 
read his last article and wanted to 
apply the same kind of thinking to- 
day. 

Also in this issue, on page 737, is 
a table which follows up a really 
unusual piece of logic and timing. 
Mr. Williams had more than a 
hunch four weeks ago when he told 
vou that Wall Street was misun- 
derstanding the effect of the new 
tax and business conditions on pre- 
ferred stocks. He showed why 
they, and especially those with ac- 


cumulated unpaid dividends, were 
underpriced in relation to the com- 
mon stocks of the same companies. 
And he presented his case along 
with the specific issues he thought 
outstanding at a time when the 
market, although it apparently 
didn’t know it, was exactly on the 
verge of making the same discovery. 
The nine stocks he tabulated went 
up one hundred points in two weeks: 
from here on he admits the process 
of adjustment must be more selec- 
tive, and he has therefore obliged 
with a list of all the prominent 
listed preferred stocks with divi- 
dends in arrears. 

Neither Mr. Merton nor Mr. Wil- 
liams will appreciate the bragging 
we seem to be doing for them, but it 
is our view that background in 
these matters is far more important 
to you readers than a fluid prose 
style on which they would probably 
prefer to be complimented. 





* * * IN THE NEXT 


NEW TAX LAW EFFECTS 
ON INVESTORS 


By M. L. Seidman, CPA, Tax Consultant 


When Treasury experts gave examples 
of the workings of a version of the 
new taxes—they were wrong! All most 
of us know is that the changes and in- 
creases have a vital meaning. It takes 
an expert such as Mr. Seidman to ex- 
tract the meat from this tough nut. 
Required reading for every investor and 
business man. 


IsSsU 


GOVERNMENT POLICY 

AFTER ELECTION 

If Roosevelt Wins If Willkie Wins 
By E. K. T., Washington Correspondent 


It is just as necessary to know what 
future developments DO NOT hinge on 
the election as to see the ones that do. 
Furthermore—the nub of this article— 
neither party can be blindly assigned its 
accustomed groove in attitude toward 
business, stock market, foreign affairs 
or Government finance. 


x *k* * 


ECONOMIC PRIZES OF WAR 
As Action Shifts South and East 
By John Lloyd 


Oil, copper, gold, tin, rubber—all are 
international industries and all affected 
in this country as well as abroad by the 
probable turn in direction of the war. 
The same writer who outlined the possi- 
bilities in Scandinavia and the Low 
Countries in ‘‘If War Spreads’’ last 
February now turns to the Mediter- 
ranean, Africa and the Far East. 
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A seven-ton bleeder valve swings into position over a new blast 
furnace as the United States calls upon heavy industry for the mate- 
rials of the defense program. The steel makers are ready and 
have the capacity (as shown in the article on page 730); output is 
breaking all records to supply both military and civilian needs. 
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The Trend of Events 


FIRST THINGS FIRST... National defense orders have 
been pouring out of Washington in large volume during 
recent weeks, with much publicity in the press. It would 
be unfortunate if this emphasis on orders lulled the 
country into a false sense of security. Production is the 
vital end of the program and as regards the most essen- 
tial weapons production on even the minimum necessary 
scale is many months away. 

Whether avoidable or not, the delay is going to be- 
come irksome. It will not be long before the people are 
asking: “Where are those armaments?” They have a 
right today to ask whether everything humanly possible 
has been, and is being, done to speed the effort. The 
answer, in our view, must be no. It was last May that 
the Allied disaster in France suddenly awakened us to 
our peril. It was on May 16 that the President’s first 
urgent message on defense needs went to Congress. 
After more than four months we are only now in sight 
of Congressional action on liberalized plant amortization 
provisions agreed by all to be vitally necessary. Only 
politics tied up this move with the excess profits tax bill, 
thereby delaying it many weeks. 

Again, at least a 50 per cent expansion in machine tool 
production over the next year is imperatively needed. 
We can’t build armaments without adequate machine 
tool equipment any more than we can build the roof of 


a house first and the foundation later. Yet satisfactory 
provision for expansion of tool-making capacity has not 
been made. Even if the pending amortization provision 
guaranteed full recovery over a five-year period of pri- 
vate investment in new arms plant—which it does not— 
it would not be the answer for the machine tool industry. 
The armament activity may last five years or longer but 
peak demand for machine tools may and_ probably 
will be passed in two years or less. Once we are 
tooled up for adequate armament production, the ma- 
chine tool makers will have surplus capacity on their 
hands. 

Nobody should be permitted to make excessive profits 
out of the defense program. Everybody should pay a 
just share of the cost. Nobody should be expected to 
pay more than a just share or to assume special and 
extraordinary risks. Whatever the precise method, the 
Government should assume the peculiar capital risk 
involved in getting under way promptly the most rapid 
possible expansion of machine tool capacity. In not 
coming to vigorous grip with this primary problem 
sooner, we have already lost much valuable time. 


RETURN ON CAPITAL ... There is talk in Washing- 
ton—assuming re-election of President Roosevelt—of an 
administration drive early next vear to write a new tax 
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law even before one dime has been collected under the 
provisions of the excess profits tax bill which is nearing 
final Congressional action as this is written. And the 
idea seems to be to go after those corporations which 
earn a high return on invested capital. 

To those without practical knowledge of the business 
world it may seem plausible to hold that a company 
which earns 10 per cent on its invested capital should 
pay a stiffer tax than a company which earns 5 per cent. 
Actually, and quite aside from the baffling adminis- 
trative complexities involved in such a tax method, it 
doesn’t make sense and would infallibly work out most 
inequitably. Consider the following three examples: 

Example No. 1, a highly successful book publish- 
ing company. As it occupies rented quarters and does 
not own a printing plant, its fixed property investment 
is very small. In a given year, let us say the return on 
total capital investment is 100 per cent, as it conceivably 
could be. Example No. 2, a chain grocery company. 
Its stores and a warehouse are leased. Its investment 
may be but moderately larger than that of Example 
No. 1, consisting mainly of inventory, which turns over 
very rapidly, inexpensive store equipment, a few trucks, 
etc. Although profit per dollar of sales is very small, 
this company may earn 20 per cent or more on its capital 
investment. Example No. 3, a steel manufacturer. Fixed 
property investment is necessarily far larger than in the 
other instances and return on capital is normally small, 
perhaps 4 or 5 per cent in a good year. 

These variations in percentage return on capital are 
due entirely to varying economic characteristics inherent 
in different types of enterprise. They have little or no 
relation to varying abilities of management, to wage 
rates paid or hours worked or to the fairness of prices 
charged consumers. 

Congress would do well to put full reliance on straight 
income and excise taxes. The more it mixes untenable 
social theories, reform and regulation with the problem 
of taxation the worse off we will be. 


BLIND SPOT ... What can only be described as a 
curious blind spot has prevented a clear view of the 
amortization plan on new defense plant construction 
now being enacted into law. The manufacturer who 
erects a building to fill a Government order may write 
the outlay off at the rate of 20 per cent a year; accord- 
ing to general opinion this will mean that his risk will 
be limited to five years, after which he is out with a 
whole skin even if the new plant should then be useless 
and valueless. This is decidedly not the case. The 
manufacturer is to be permitted to deduct 20 per cent 
of the plant’s cost annually from his earnings reported 
in his tax return. Adding up the five years, he will 
have reduced taxable net income by the complete cost 
of the addition; therefore, if taxed at an average rate of 
25 per cent of earnings, he will have saved 25 per cent of 
the capital outlay, not 100 per cent. 

Concerns which use the 20 per cent amortization rate 
in reporting to stockholders and the public, as well as 
on their income tax returns, will show net income penal- 


ized over the five years to the full extent of the addi- 
tional plant cost, and since the additions will then be 
carried on the books at zero they will appear to have 
been paid for out of some mysterious pocket in which 
the Government is concerned. Actually, of course, 
aside from the tax saving, this is no more than the ultra- 
conservative bookkeeping suggested by any windfall 
business. Rather than put all its receipts into the 
pocket labeled net income, the company is permitted to 
cache a more generous amount of its own money as re- 
placement for an investment of doubtful economic 
wisdom. 


NO DUMPING ALLOWED... The greatest mass migra- 
tion of stock and bond certificates in history has just 
been completed. England has sent to Montreal the 
American securities she took over from her citizens as 
well as both American and British holdings which are 
still the property of their original owners but can not 
be sold or transferred without official permission. Be- 
ginning on October 1 the British Treasury will again 
issue permits for such transactions; meanwhile the se- 
curities are available for immediate delivery on private 
account or for the official liquidating agent handling 
only the issues taken over by Great Britain some months 
ago. 

The threat of liquidation of these holdings (some- 
what vaguely estimated at $1,000,000,000) is empha- 
sized by the transfer to Montreal where they hang over 
New York’s head in a more pressing sense than the 
geographical one. At least the selling may now proceed 
at any rate the British choose or are forced to adopt. 
Nevertheless, there is no reason to look for an immediate 
jump in liquidation for official account, and the securi- 
ties still nominally under private ownership will prob- 
ably trickle into the market even less rapidly than be- 
fore the fall of France. Englishmen recognize the ad- 
vantages of American securities over English stocks. 
bonds or currency. Dumping is not likely. 

But the one way to a categorical assurance that for- 
eign selling will not damage our markets under any cir- 
cumstances happens to have other recommendations. 
If later this year we should lend Canada money based 
on American securities as collateral the result would be 
to protect our prices, to help the cause we have avowedly 
espoused in this war, to provide our best customers with 
cash to be spent here, and probably in the long run to 
repatriate a good part of the securities in a painless way. 
The United States has loaned money to every Tom. 
Dick and Harry among the nations with security for the 
loans either non-existent or laughable. This is a chance 
to extend credit where it will suit our own purposes and 
where the collateral could not possibly be better. 


THE MARKET PROSPECT... Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 712. The coun- 
sel embodied in this feature should be considered in 
connection with all investment suggestions elsewhere in 
this issue. —Monday, September 30, 1940. 
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WAR COMES 


... how close? 

Only a short time ago we thought we were neutral ob- 
servers sitting on the sidelines. Then came the blitz- 
krieg. The swift disintegration of French power crystal- 
ized our position—galvanizing us into action. For the 
first time we had definite proof that three thousand miles 
of sea was no protection against fifth columns supported 
by flying armadas and devious diplomacy. The Nazis 
were as much a menace to us as they were to their nearest 
neighbors. 

The issue was clear. We either had to support Eng- 
land and make the British Isles our first line of defense 
or meet the onslaught of a victorious Germany deter- 
mined on world conquest by force of arms and economics. 

And now as war spreads to Africa and Asia, we can 
almost feel its torrid breath scorching our faces. Dakar 
and Indo China have a personal meaning for us today. 
They touch our vital interests in a way that we cannot 
ignore. 

The Nazi-Japanese pact—the latest “bluffkrieg’—in- 
creases our danger in the Pacific only to the extent that 
we accept the bold front of the written pact as evidence 
of substance that does not exist. 

For a long time we have been concerned with the prob- 
lems in the Far East—where Japan is attempting to close 
the door to us in China—while—at the same time unrea- 
sonably and illogically insisting on an open door for 
Japanese products in this hemisphere! A greedy Japan 
prepared “to make hay” by gobbling up the colonial 
prizes on which we depend for certain essential raw ma- 
terials. 

It must be plain that appeasement is out of the ques- 
tion—as the history of our relations with Japan amply 
demonstrates. It would only be construed as a sign of 
weakness and could not possibly divert Japan from her 
objectives—as Britain and France are finding to their 
great cost. The uncertainty regarding the Battle of 
Britain held Japanese plans up temporarily only. Weak- 
ened by the continuous war in Asia, Japan has been wait- 
ing for a favorable opportunity when she could strike 
with a minimum of risk. And now that German pressure 
on the Vichy Government has let down the bars in Indo 
China, Japan is poised for action unless we take the dras- 
tic steps necessary to stop her. 

Thus far we have been relying on diplomacy—on im- 
portant economic weapons to hold the Japs in check. The 
deal with Great Britain which gave us the advantage of 
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BY CHARLES BENEDICT 


CLOSER— 


strategic bases in the Atlantic, increased the striking 
power of our navy and greatly strengthened our hand in 
the Pacific so far as Japan was concerned. Our latest 
assistance to China is another move in this direction— 
the embargo on scrap metal another blow. We have 
many such up our sleeves. 

The injection of the Nazis into our affairs in the Far 
East at this time is due to fear that our support will so 
strengthen English resistance that the blitzkrieg will re- 
solve itself into a long war which Germany is certain to 
lose. 


The Triple Axis 


This tri-partite axis agreement has been in effect for 
a long time, and the late announcement was made for its 
psychological effect at a critical stage in the new world 
war. Designed to frighten the American people, as a 
whole not familiar with the (Please turn to page 752) 





Wide World Photo 


Italian equipment destroyed by British armored cars on the 
Libyan desert frontier. 


711 








What Market Action to Take 


The dominant war uncertainties have merely shifted to new 


fronts. 


We do not expect important near term market 


advance and regard selected medium grade bonds and 


preferred stocks as more attractive than most equities. 


BY A. T. MILLER 


i; market’s recent action can be considered at least 
negatively favorable, considering both the technical set- 
ting and the news environment. Through Monday, 
September 23, there had been eight consecutive trad- 
ing sessions of advance, with net gain of 7.36 points in 
the industrial average. In four sessions of reaction last 
week, September 24-27 inclusive, less than half of this, 
or 3.34 points, was surrendered, mild rallying tenden- 
cies reasserted themselves in the short closing session 
and the present week has begun with further modest im- 
provement on very low volume. 

Although it has not changed the underlying world 
picture in any significant respect, the general course of 
the foreign news certainly has given us nothing to cheer 
about during the period here under analysis. There was 
the British fiasco at Dakar, more aggressive Japanese 
penetration of French Indo-China with its implied 
future threat to Singapore, and the highly propa- 
gandized announcement of the Berlin-Rome-Tokio “de- 
fensive” pact. 

The latter move, more fully appraised by Charles 
Benedict on the preceding page, is a threat aimed di- 
rectly at the United States, its intent being to warn 
us against decisive intervention in the European war on 
the side of Great Britain. 

On the part of the powers most greatly concerned 
with the situation in the Pacific—the United States, 
Great Britain and Japan—there are urgent practical 
reasons why none wants conflict in this area. 

Nevertheless, investors and speculators can not but 
note that the cumulative tendency of our measures 
“short of war” is to take us nearer and nearer to the 
contingency of direct and full involvement. A steady 
stiffening of American opinion is apparent and is con- 
firmed by reliable polls. The broadened Axis pact, in- 
deed, is tacit admission that early victory over Great 
Britain is not possible and that accordingly Germany, 
Italy and Japan are forced to take the increasing power 
of the United States into their longer term reckoning. 

We have had another demonstration that, under war 
conditions, no sooner is one point of major uncertainty 
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clarified than attention is forced to focus on another. 

Through most of the late summer the chief war un- 
certainty was the question of invasion of England. The 
consensus was that if England were not successfully in- 
vaded by late September, we could assume the war would 
last at least through the winter, with increasing odds 
against British defeat and this presumptively would be 
bullish for the stock market, permitting it more fully 
to discount rising business activity and earnings. 

But now we are wondering about Gibralter, Egypt, 
the Suez Canal and what may happen to the British 
Mediterranean fleet. We are also wondering whether, 
possibly within a period of a few months, the United 
States may be officially at war against Japan, against 
the Axis powers or against both. The latter doubt, with 
its implications of full regimentation of industry, control 
of prices and drastic taxation, must be counted today as 
one of the most effective psychological restraints on the 
stock market. 

Meanwhile three spot news items from Washington 
again serve to remind us that the Government has no 
intention of making the armament boom an_unre- 
strained joy-ride for industry. There was the notice 
served late last week that recent price rises in metals, 
especially non-ferrous metals and scrap steel, were re- 
garded with official displeasure and that, unless a word 
to the wise proved sufficient, any one of various correc- 
tive actions was possible. 

There was the anti-trust suit filed against the Ameri- 
‘an Petroleum Institute and twenty-two major oil com- 
panies and their affiliates. Finally, there was the con- 
ference agreement of House and Senate on the excess 
profits tax bill which not only taxes “excess profits” al- 
most as heavily as the original House version but—more 
important for many companies—raises normal corporate 
income taxes to 24 per cent. For most listed companies 
the boost in normal tax on 1940 earnings, as compared 
to the rate paid on 1939 earnings, is approximately 26.3 
per cent. This is more than enough to put certain pres- 
ent dividend rates in doubt. 

Although there has been some abatement of the re- 
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cent exceptional strength in medium grade bonds and 
preferred stocks, the underlying investment realities— 
taking into account both the armament stimulation and 
the tax factor—give these types of securities a continu- 
ing edge on most equities, in our opinion. 

Among common stocks the leadership in all recent 
rallies has been good, with the rank-and-file of the mar- 
ket substantially less strong. To emphasize this point, 
at recent average highs the Dow-Jones industrial aver- 
age had recovered approximately 59 per cent of the 
maximum decline from the high of last April, agains\ 
only 41 per cent for our weekly index of 309 issues. This 
divergent action, however, can not be safely accepted as 
bullish. After the first phase of the 1937-1958 bear 





market, the initial intermediate rally saw a recovery of 
about 86 per cent in the industrial average and of only 


43 per cent in our weekly index. The latter, it hap- 
pened, proved to be more indicative of subsequent 
trends. 

We doubt the imminence of any broad move in this 
market either way and we think the present odds are 
somewhat greater against important upside move than 
downside move. Even if one believes we are in a bull 
market, the scope of the recovery from the May-June 
lows suggests technical odds that there probably will be 
subsequent opportunities to purchase stocks at least as 
advantageously as can be done today, if not more so. 

—Monday, September 30. 






























































































































































130 | ) ‘a : 1 
| | 
| TREND INDICATORS 
120 Compiled by THE MAGAZINE OF WALL STREET |} 
{) | | | | 
iM | | 
{ | 
rel NA pert — | — ba BNR | —— 
at Muay ae 
# ha had "aig | iy i had | | 
| | | | | 
100 vA N\ po |_| BUSINESS ACTIVITY TF | 
] Hd) | 
90 sg se Rae iF 7 | 
| | adh 
| | itt 
| | ve 
80 |} hi Hy — — 
aos 
| 
ee a a 3 a a ne oo 
| —_ | | 
60 i 309 stocks | — 2 a 
| | | WEEKLY INDEX | 
| | | | | | 
| | | | | 
40 | — =a | | 4 
| | | 
| | | 
| | 
3 ia ee oe —— | T t a | meee maine 
- | | | | 
< | Be =, | 
“4 2)>———+——+-~ VOLUME_OF TRANSACTIONS | | 
' | | | ih | 
° | | | | 
i ‘ | HA ye me | 
; | | 
Hl | | | | | | | 
0 | HN | il HHL 
OcT NOV DEC JAN. FEB. MAR APR. MAY JUNE JULY AUG. SEPT. OcT. 
1940 

















OCTOBER 5, 1940 











Profit Margins 





Higher Taxes and Costs 
—Their Effect on Lead- 8 


ing Industries 


BY JOHN LLOYD 


BILLION DOLLARS 


_ of industrial production in this coun- 
try is rising above any experienced before, accord- 
ing to the Federal Reserve Board’s new index. 
This is disputed by a good many economists -4 
who consider the change in methods of measur- 
ing business activity nothing but a political ex- 
pedient to make us think we are better off than -6 
in 1929. The controversy is an interesting one 
now, but it will soon be outdated. Every indica- 
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tion points to an effort to produce that will soon 
push all indexes into new high ground; the first 
half of next year will probably make 1929 and 1937 look 
mediocre, so far as activity goes. 

It is the process of turning unprecedented volume into 
corresponding profits that offers the difficulties. A lever- 
age normally exists which magnifies gains in output out 
of all proportion in terms of earning power. A steel mill 
raising its operations from 45 to 90 per cent expects far 
more than a doubling of profits. When an automobile 
manufacturer can spread costs of design, research, tools, 
factory overhead, advertising and whatnot over an 
extra fifty thousand cars his profit margins take a big 
jump. The business and financial worlds have been 
trained to make mental allowances for this type of lever- 
age and unless they change their habits of thought while 
the present war-caused boom is on they will lay them- 
selves open to some very serious mistakes. Profit mar- 
gins, as distinguished from profits, are much more likely 
to decline from here on than to increase. Profits per unit 
of output in a number of industries have already turned 
downward, with others to follow as the advantages of 
rising production are offset by the penalties of doing 
business in such an abnormal time as the present. 

Higher taxes are playing a greater part in turning 
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profit margins downward than any other single cause. 
In June Congress raised the corporate income tax rate 
from 18 per cent to 20.9 per cent and made the change 
retroactive to the first of the year. The increase of 
almost one-sixth was not an unexpected blow, but it has 
already made itself felt in the relation of gross to net 
reported by individual companies. The rate is abso- 
lutely certain to increase further, with most versions of 
excess profits taxes approved by the House or Senate 
including a roundabout or direct jump in normal taxes 
as well as those on war-boom earnings. 

The excess profits taxes are sure to be stiff. For some 
concerns the tax bill will be considerably more than 
doubled. Table I gives an idea of what happened in the 
last war but not necessarily of what to expect in this pre- 
paredness effort. The income tax does not start from 
scratch, therefore will not show the same perpendicular 
rate of growth. However, income, war and excess profits 
levies will undoubtedly take a larger share of net before 
taxes than the 36.5 per cent preempted in 1918. 

One of the factors difficult to measure in this question 
of taxes is the result of increases in those apparently 
paid by the consumer. There is no reason to hope that 
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they will fail to follow the trend set by the total tax 
bill. To the extent that they are actually paid by the 
consumer they may limit the use of certain products, 
but in many cases they will cause the seller to lower 
prices in order to maintain volume, and there they will 
cut directly into profit margins. 

Reports of a number of companies for the June 30th 
quarter show how seriously the tax burden is affecting 
earnings. Chrysler’s profits were up 8 per cent over the 
same period a year earlier, yet tax reserves almost 
doubled, rising from $2,950,000 to $5,550,000. General 
Motors provided $5,500,000 for extra corporate taxes and 
$15,500,000 for “possible additional taxes,” which, it is 
taken for granted, will apply to all of 1940 earnings, even 
though the bill goes through when the year is almost 
over. Westinghouse Electric is another company already 
making large additional appropriations to allow for excess 
profits taxes. 

This is only part of the problem, though. Greater 
volume will allow a broader distribution of overhead, in 
many cases a steadier use of full facilities and fewer 
costly plant shutdowns or low operating schedules. (In 
the case of rush orders, these latter advantages may be 
ineffective.) Ifa higher rate of business activity should 
push up prices gradually on a wide front, there would 
conceivably be temporary inventory “profits” to improve 
earnings. The list of opposing forces, however, is much 
longer. 

1. Higher taxes, normal, excess profits and indirect, 
as already discussed. 

2. Higher wage rates, shorter hours, more overtime. 
On October 24th a change in the work-week under the 
Wages-and-Hours Act will reduce it from 42 to 40 hours. 
Even without this change, the haste involved in a good 
deal of future production will necessitate liberal resort to 
overtime. As for basic rates, it is possible that some 
modification of attitude may develop after the election, 
but up to now both parties are in favor of generous 
treatment of labor. 

(As actual evidence of the rates prevailing in certain 
occupations, the report of New York City Controller 
McGoldrick the other day was interesting. Workers on 
city projects must be paid at the same rates as those in 
private industry, and the Controller found necessary the 
second set of increases in two and a half years. The 
changes were as follows: firemen, oilers and junior 
engineers—raised from $10 to $11 a day; maintenance 





Table |. Government's Share of Profits 


Federal Taxes——- Federal Taxes Total Taxes vs. 
Income, War vs. Income Income Before 
Excess Profits Before Taxes Taxes (A) 
0 


Net Income 
Before Taxes 


(millions) (millions) Q 
1916..... $9,109 $172 2.0 12.9E 
Cl ee 11,141 2,143 19.2 28.6 
1948::....:.. 8,646 3,159 36.5 44.6 
1919.....% 9,526 2,176 22.8 32.6 
1990....:5.. 7,292 1,626 22.3 38.7 
> ae 11,499 1,193 10.4 29.7 
(Cae 8,814 1,276 14.5 56.1 
1938E..... 6,400 800 12.5 68.7 


From Treasury Dept. Statistics of Income. All active corporations. 
E.—Partly estimated. A—Includes state, local, and miscellaneous taxes. 
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Table Il. Production and Labor Costs 

Changes in Federal Reserve Indexes, July, 1939—July, 1940 
Production Employment Payrolls 

Total Manufactures . +16% + 6% +14% 
Iron, Steel, Products +50% +18% +32% 
Machinery... +32% +22% +34% 
Aircraft........ : +99% +98% +98% 
Shipbuilding. ......... : +47% +39% +48% 
Food Products........ Or NF = + 2% 


NF—Comparison not available. 





engineers—from $12 to $13 a day; engineers operating 
Keystone dippers, cableways and shovels—from $17 to 
$18; other operating engineers—from $15.40 to $16.20; 
bricklayers—from $13.20 to $14, carpenters—from $12.25 
to $12.95; structural iron-workers—from $15.40 to $16 a 
day. One class—operating engineers in asphalt plants— 
will be cut from $14 to $13.50.) 

There is more to be said on the subject of labor costs. 
but to continue first with the list of threats to profit 
margins— 

3. Greater research and advertising costs. Research 
efforts will vary widely according to the industry, the 
individual company, and the requirements of customers, 
whether Government or private. In some cases, like 
that of the airplane makers, there may be a considerable 
reduction in actual research expenses and of course a 
larger one in proportion to gross sales. This is likely if 
present hopes to stabilize types of planes and engines 
‘an be realized. 

Where increased normal and excess profits taxes raise 
such bills to a very high percentage of income, there 
will be a greater inducement to raise appropriations for 
both research and advertising. These are both invest- 
ments for a company, the benefits to be spread over 
future years when tax rates may not be so high. It will 
be surprising if some efforts are not made to set aside a 
portion of swollen income in the defense boom to provide 
for the inevitable drop in volume to follow. 

4. Larger bonuses and salaries. Due partly to greater 
activity and total earnings, partly to a possible general 
tendency to signal the end of the depression decade. 

5. Possible increases in raw material costs. Although 
no broad price inflation can be forecast now, the competi- 
tion for semi-manufactured products may raise the cost 
of manufacturing. 

6. Price controls. Greatest resistance to price increases 
is naturally to be expected in cases which affect the 
private consumer or the Government as a buyer. Given 
rigidity at the finished products end, any firming else- 
where along the line will work directly against profit 
margins. 

7. Priority delays; bottlenecks. Industries which now 
wish to undertake extensive modernization or expansion 
of their machine tool equipment find their plans blocked 
by the need of machine tools for military or similar 
purposes. It is conceivable that partly fabricated steel. 
copper and brass goods may be subject to priorities in 
the near future. Parts and equipment for the defense 
industries will take precedence over similar articles for 
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normal peacetime manufacturing use. Such handicaps 
will be the exception rather than the rule, but they 
will exert an influence in planning schedules and achiev- 
ing most efficient operation. 

8. Transportation delays or increased costs. Ship- 
ments both to and from factories will be liable to inter- 
ference if they use routes heavily burdened with defense 
shipments. 

9. Use of obsolete or inefficient capacity. After most 
industries pass a given point in their operating rates, 
additional pressure to turn out products means using 
parts of plant that are not normally as profitable as the 
newer units. The steel industry is an obvious example; 
the railroads may also be forced to use locomotives that 
reduce operating profit margins through their relative 
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inefficiency, and cars that penalize profits with heavy 
repair bills. 

10. Labor turnover and the use of partially trained 
men. This factor will be confined to certain industries, 
but will be a handicap to efficiency where present. 

11. Loss of foreign income. Sales, royalties, rentals 
abroad frequently supply the added volume that supports 
profit margins and sometimes actually afford the higher 
margins in their own right. Some foreign business still 
remains to be lost. 

12. Less efficiency in management and planning. Fac: 
tory procedure, inventory handling, general co-ordina- 
tion will suffer on jobs undertaken as emergency work. 
Supervisory costs on new types of work and using new 
equipment and plants are bound to be above average. 

The two factors which leave most room for argument 
are wage rates and raw material costs. So far the record 
does not show any definite trend toward higher wages. 
The National Industrial Conference Board finds that 
the average in 25 manufacturing industries in July was 
74 cents an hour as compared with 72 cents a year 
earlier. (The same Board also finds, however, that three- 
quarters of a list of leading industrialists polled expect 
the trend in production cost from now on to be upward. 
“As the rearmament program moves forward, it is ex- 
pected to be accompanied by higher wage rates, par- 
ticularly for skilled labor, increased material costs and, 
of course, a rising tax burden.” Recent orders have re- 
sulted in greater overtime charges and increased competi- 
tion for skilled workers.) Table II shows factory payrolls 
rising more rapidly than employment; what it does not 
show is that both will accelerate their rate of gain at a 
later stage in the business pickup. In other words, a lag 
has so far made the wage situation appear more favorable 
than it will eventually be. 

Prediction of raw material costs is not necessary to 
determine the future direction of profit margins. Unless 
some unforeseen and fundamental change in the business 
picture occurs, total costs per unit of output are on the 
way up and profits per unit are on the way down. 

While investors have been thinking of the excess profits 
tax bill as an obstacle in the way of future gains in earn- 
ings, there has been much less publicity on the proposed 
lifting of the normal corporate income tax rate and the 
fact that this will penalize not only gains in profits but 
also lower existing earning power. 

As agreed to by House and Senate conferees, and there- 
fore likely to become law within the immediate future, 
the normal corporate tax rate is to be 24 per cent., ap- 
plicable to all companies with earnings in excess of 
$25,000. For the great majority of larger companies the 
normal rate paid this year on 1939 earnings was 19 per 
cent. The increase is 26.3 per cent. It is particularly 
onerous in its impact upon the net earnings of the minor- 
ity of companies characterized by stability or relative 
stability in gross revenues and profits before taxaton, the 
very kind of equities which have offered greatest invest- 
ment attraction on a yield basis. 

In cases where dividends are now covered by a rather 
close margin and where the stimulus of the armament 
boom can not be expected to raise earning power more 
than moderately, if at all, this is one of the first red lights 
visible to the naked eye of the investor. It says, as do 
the other signals relating to profit margins: “Look out.” 
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Coffee, Copper, Hides and Cotton await trans-shipment in this huge Canal Zone warehouse. 


A scitialaiied markets have been rather active during 
the past few weeks, with prices showing moderate 
strength. The activity and strength have been engen- 
dered partly by active buying in both primary and sec- 
ondary commodity markets and partly by the favorable 
reaction of the securities market to the evidence that 
Great Britain, being able to withstand invasion and at- 
tack from the air, was not likely to succumb to the Ger- 
man onslaught. As in all times of advancing markets, 
rumors have been spread far and wide. It is reported 
that the defense program is getting under way with 
much greater rapidity than had been expected, and that 
the recent improvement in retail sales and fear of higher 
prices are impelling retailers to adopt a more generous 
inventory policy. To many, who had looked for con- 
tinuation of quiet markets until after the elections in 
November, the action of commodities has been quite 
surprising, and it is interesting to note that some of 
those who were most depressed a month ago now are 
considering the possibility of “inflation.” 

Looking at the markets dispassionately, it is not sur- 
prising that the growing belief that Great Britain now 
is unlikely to fall before a German invasion should pro- 
vide a source of strength. A considerable portion of our 
present high level of industrial activity is attributable 
to British war orders, and cancellation of these orders 
owing to a British collapse undoubtedly would put a 
severe strain upon our economy even though the slack 
probably would be taken up rather promptly by our own 
defense program. Many users of commodities have 
been deferring needed purchases for several months, fear- 
ing a price collapse if Britain should fall, and some had 
begun to buy freely before the mass aerial attacks upon 
London just after Labor Day cast a chill upon buyers. 
The subsequent revival of confidence has brought buyers 
back into the markets. 

Just how much the recent heavy buying of consumers’ 
goods represents replacement of depleted inventories 
and how much the intention of wholesalers and retailers 
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War Shilits 


in Commodities 


Supply-Demand Factors Favor 
Firming Prices for Most Industrial 


Raw Materials and Finished Goods 


BY J. ROGER WALLACE 


to carry larger stocks is difficult to determine. Un- 
doubtedly, larger stocks are warranted in view of the 
prospect for greater employment and higher mass pur- 
chasing power arising from the defense program, but 
buyers seldom foresee developments thus far ahead and 
are prone to be more governed by existing conditions. 
Fears of higher prices and of inability to secure prompt 
shipments ordinarily are the prime motives for aban- 
donment of hand-to-mouth buying, and these fears ap- 
pear not to have been communicated as yet to whole- 
salers and retailers, not to any great extent at least. For 
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Leading Commodities in War Setting 


(Spot Prices) 


Subsequent Range 


Aug. 31, 1939 High Low 
PL ree se 11 212% 210% 
BG iw scennehe RE eetee -505-.510 555 475 
BN 654 da hc span cere iekes 5 -750 475 
IS SAIN en gee ee -52 .75 -445 
MIN on can tame side vactense es 219% -25 -181%4 
ery Ser eae re ar 11 17 9% 
Oo VOREESSS ere ees See amen 794 756 6% 
A eee ie ae ei RRS .324 -385 -261 
SDSS 5x xhunacsen ys te s -828 -1095 -828 
exons sasp even useieare es -735%4-841/0 1.163 621 
SUNN nhe ecu een adse sickness 59%, 851%, 59% 


Recent price as of 9/24. 


April, 1937, it passed through the 100 mark, 
or, in other words, it was almost 60 per cent 
higher than at present. Such a goal is some- 
thing to shoot at, but it could not be con- 


—_— sidered inflation. This same index stood at 
Price about 80 just prior to the outbreak of the 
12 World War in 1914, and at 205 at the post- 
‘500-505 = war peak in 1920! 
—_ Generally speaking, the supply-demand 
a factors pressing for higher prices are strong- 
12% est, of course, in industrial raw materials. 
6%e7% +Semi-manufactures and finished goods and 
273 weakest in agricultural commodities—a sit- 
924 uation conflicting with political needs and 
76.81 desires. There are some exceptions to this 
79% generality. Tin is a bit lower than it was 


just before outbreak of war, while rubber 
shows no significant net change over the 





years, the advantages of minimum inventories have been 
stressed, and only time and the practical realization that 
more generous stocks are needed under a war economy 
will force the point home. That is not saying, however, 
that the trend towards larger inventories may not have 
begun. Many months’ consumption of commodities is 
represented in the present low level of wholesalers’ and 
retailers’ stocks on hand, and increases of no more than 
20 to 25 per cent, coupled with replacement purchases 
against the high level of retail demand, would force con- 
sumers’ goods industries, already operating at a high 
rate, to expand even further. Moving commodities in 
the raw state out of the “‘visibles” into manufactured or 
semi-manufactured “invisibles” would strengthen the 
statistical positions of commodities. 

The recent heavy buying of non-ferrous metals un- 
doubtedly has been, in part at least, for defense pur- 
poses although probably largely anticipatory. It is re- 
ported that many orders placed specified delivery in the 
first quarter of 1941. The defense program still is largely 
in its initial stage of manufacturing the machines with 
which airplanes, tanks, ordnance, and ammunition will 
be made, although, as time passes, the actual program 
will attain momentum. This is expected for next. year. 
in connection with supplies of a strictly military category, 
it is reported that recent bombings of factories in Great 
Britain have necessitated or will necessitate larger pur- 
chases here than originally planned. Whether this is 
true and whether recent purchases of metals may have 
represented the placement of such orders here are mat- 
ters for conjecture. 

In a recent article, “No War Inflation,” in the Sep- 
tember 7 issue of this magazine, the point was stressed 
that commodity price inflation, of the type associated 
with the world war and post-war period, is extremely 
unlikely, but the probability of some recovery under 
stimulus of the armament demands was conceded and 
the 1937 high was indicated as a likely limit. On the 
Bureau of Labor Statistics all-commodity index, this 
would be approximately 14 per cent above the present 
index, but the all-commodity index is a sluggish affair 
owing to the inclusion of a large number of semi-manu- 
factured and manufactured goods. A sensitive price 
index, compiled from cash prices of a small group of raw 
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commodities, stands at about 63 today. whereas, in 
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same period after surrendering its initial war 
advance. In contrast, zinc and copper are close to high- 
est war prices. Among import commodities sugar has 
experienced the most spectaculer price reversal, priced 
now more than 15 per cent lower than it was just before 
the start of the war and nearly 30 per cent under the 
rally high made in the undiscriminating commodity 
speculation immediately after Britain and France de- 
clared themselves to be at war. 

Thinking of commodities generally, it is quite easy to 
form the opinion that, if industrial activity, factory em- 
ployment, and mass purchasing power increase as much 
under the impetus of the defense program as commonly 
expected, a major price advance lies ahead. It is dif- 
ficult, however, when one analyzes the statistical situa- 
tion of the major commodities and realizes the actual 
or potential supply of each, to put one’s finger on sources 
of marked price strength. So far as semi-manufactured 
and manufactured goods are concerned, the probabili- 
ties are that, as and if fuller employment results in higher 
hourly wage rates, prices will reflect such increased costs 
of manufacture. The feeling is strong, however, that 
sharp advances must be prevented, since increases that 
might be classed as “unwarranted” may result in Wash- 
ington opprobrium and lead ultimately to governmental 
price control. 


Industrial Raw Materials 


Copper prices recently have been firm, reflecting heavy 
buying, presumably for defense purposes. British pur- 
chases in the United States of fabricated copper prod- 
ucts for war use have not drawn much upon domestic 
supplies since, in most instances, foreign copper has been 
imported in bond for their manufacture. It is generally 
believed that, with ample supplies of cheaper foreign 
copper available, there is little likelihood of any appre- 
ciable demand arising from abroad for the domestically 
produced metal. However, our defense program un- 
doubtedly will necessitate considerable stepping up of 
domestic production, and prices may have to be ad- 
vanced further to permit the higher cost producers to 
expand their output. This is more a matter for the 
future than for the present, however, for the time being. 
no sharp advances appear likely. Should speculative or 
stocking-up demand force prices higher, it is possible that 
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a reduction, on a sliding scale or otherwise, might 
be made in our 4 cents a pound levy on imported | 
copper. This suggestion has been advanced by 
the head of Revere Copper & Brass, and since it 
would open the way for increased purchases in 


South America may expect some support in 
Washington. It would change the price differ- 
ential between domestic and foreign copper in 
times of active demand, and would place a some- 
what lower ceiling on domestic prices. Also, 
Government officials are on record as opposed 
to any extended price increases in copper. 
Domestic supplies and sources of lead appear 
to be fully adequate for any demand that may 
materialize, either for ordinary use or for defense 
purposes. In this latter connection, it should be 
noted that lead consumption did not expand 
appreciably during the World War. The prin- 
cipal consumption is in storage batteries, paints, 
and covermg for electrical cables, none of 
which seems likely to increase materially dur- 
ing the next few years. Some advance above the 
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present level of 5 cents probably would be neces- 
sary to enable the expansion of marginal produc- 
tion if demand should warrant it, but secondary sup- 
plies, that is, scrap and used metal, always are so large 
or so potentially large that they would mitigate against 
any appreciable price advance. In the event of a gen- 
eral advance in metal prices, lead is likely to follow. 

Zinc prices are rather volatile, and respond readily to 
changes in supply and demand. Domestic supplies are 
ample for any potentiality that can be foreseen, although 
higher prices are not unlikely if production must be ex- 
panded to meet an increased demand. Without ques- 
tion, the defense program will require large amounts of 
zinc for the manufacture of brass and for die castings, 
but this should not create any particular shortage of 
supplies for ordinary uses. Restriction of imports from 
Canada and Belgium as a result of the war has helped 
strengthen domestic prices, and recently, prices have 
strengthened further under the impact of heavy con- 
sumer buying both for ordinary and defense purposes. 

The United States is the largest consumer of tin, but 
produces virtually none. Most of the ore produced 
throughout the world goes to Great Britain for smelting, 
and our dependence upon imports from this source is a 
matter of grave concern. So far, however, there has been 
no interference with shipments, in fact, receipts here 
have been very heavy and visible stocks have been in- 
creasing. The Metals Reserve Co., recently was estab- 
lished to accumulate and carry 75,000 tons of tin, or 
about a year’s supply, and the Defense Commission is 
investigating the possibility of setting up smelters for 
Bolivian ore, most of which has been going to Europe 
for smelting. Opinion differs as to whether Bolivian ore, 
unmixed with other ores, would produce tin of the qual- 
ity desired in the United States but quantitatively, at 
least, Bolivian ore could satisfy a third to half of our 
normal requirements. Secondary production, i.e., recov- 
ery from used materials, probably could be stepped up 
considerably, and attention is being given to the possi- 
bility of conserving supplies through varnishing the 
insides of cans, using glass containers, and other ex- 
pedients. 
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So long as British smelting and shipments continue 
uninterrupted, tin prices are unlikely to show appre- 
ciable change, since the virtual stoppage of shipments 
to Continental Europe has released considerable quanti- 
ties for accumulation in the United States. On the other 
hand, rationing of domestic supplies probably would 
follow any interruption of imports. 

Rubber prices are approximately 15 per cent higher 
than just before the outbreak of the war a year ago, the 
increase representing largely the advance in shipping 
costs and difficulty in obtaining shipping space from the 
countries of production. Most of the rubber produced 
in the world comes from the Dutch East Indies and 
from British colonies in the Far East, while over half 
of the world’s consumption is centered in the United 
States. Since rubber is vital to our national defense. 
efforts are under way to build up a substantial reserve 
pool here, and the International Rubber Regulation 
Committee recently increased shipment quotas to per- 
mit this accumulation without unduly affecting the 
market. It is expected that another year will elapse 
before the reserve goal is reached, and a high degree of 
price stability is anticipated in the meantime unless the 
war is extended so as to interfere with shipments. In 
an emergency, domestic production and consumption 
of reclaimed rubber undoubtedly could be stepped up 
considerably to conserve existing supplies of crude rub- 
ber. Synthetic rubber production, now in its initial 
stages, eventually may help to relieve our dependence 
on imports of crude rubber, but the cost of manufac- 
turing the synthetic article is high and can be reduced 
only through large scale production. 


Farm Products 


The cotton price structure is largely artificial, since 
supply has been prevented, through the government 
loan and loan holdings, from exerting its effect upon 
prices. With the very favorable domestic consumption 
outlook only partly offset- (Please turn to page 754) 
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ANTI-TRUST AND DEFENSE 


By E. K. T. 


Ox: of the major sub-rosa feuds in the administration 
is between Thurman Arnold’s anti-trust division and the 
National Defense Advisory Commission and other gov- 
ernment agencies working on the defense program. Ex- 
cept for the major oil company suit the feud has been 
kept pretty well in the family, and so far Arnold appears 
to have the upper hand. 

The defense agencies are having some trouble, just 
how much is a matter of dispute, getting various in- 
dustries to cooperate on procurement and production 
plans which conceivably might be construed as violating 
the anti-trust laws. The industries want an iron-clad 
written guarantee that they will never be prosecuted for 
such. Arnold won’t do this unless some other depart- 
ment makes a written request. To date only half a 
dozen written requests have been submitted. 

Arnold claims credit for working out a system of 
“chearing” defense agreements which might otherwise 
run afoul of the trust laws, but actually he was forced 
to do this to save his skin. Blackwell Smith, former 
NRA chief counsel and now legal advisor to the NDAC, 
decided that under the recent Madison oil decision of 
the Supreme Court an industry could be prosecuted 
criminally under the Sherman act for any sort of co- 
operative or collusive action capable of affecting pro- 
duction, prices, distribution or competition in any way, 
even if the government asked the industry to do it. So 
he drafted a bill to suspend the anti-trust laws during 
the emergency. Arnold found out about it and stopped 
it before the bill reached Congress. Then Leon Hen- 
derson, Defense Commissioner in charge of prices, at- 
tempted a compromise and came up with a bill giving 
NDAC the power to set aside the trust laws in specific 
cases. This suited Arnold no better, and he forced 
NDAC to accept a verbal working arrangement under 
which NDAC, War Department, or other federal agency 
must submit to him a written outline of what it is asking 
an industry to do together with reasons why the indus- 
try should not be prosecuted. Then if Arnold thinks 
the plan is a reasonable restraint of trade, will contri- 
bute to national defense, and is not otherwise against the 
public interest, he will grant immunity for the duration 
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of the emergency provided the industry sticks to the 
announced plan and doesn’t use it as a cloak for ex- 
traneous shenanigans. 

So Arnold still holds the whip hand. To prove the 
success of his plan he boasts that the first such proposal 
submitted to him was “cleared” in two hours; it involved 
an RFC loan for purchase of strategic materials and car- 
ried Jesse Jones’ written opinion that it was necessary 
and proper and should not be considered a violation of 
the trust laws. Four or five other such plans have been 
“cleared,” of undisclosed importance and origin, but in 
a larger number of instances the departments involved 
have declined to give the necessary written opinions, 
though urging them orally, so Arnold refused to make 
any commitments. 

Another type of case involves industry practices of 
long standing which Arnold thinks are on the shady 
side of the law but hasn’t yet had time to bring into 
court. Since the Madison decision and Arnold’s cru- 
sade, all industry is uneasy about practices never before 
considered wrong, and Army, Navy and NDAC think 
they can get more cooperation and efficiency if Arnold’s 
psychological sword of Damocles were removed. In 
several instances these agencies have asked Arnold to 
promise to lay off so industries won’t have to worry 
about possible court troubles and can concentrate on 
getting new capital and filling defense orders. But, 
with the single exception of the oil case, no agency has 
cared to put its views in writing, so Arnold sticks to his 
view that defense considerations make it more necessary 
than ever to proceed against restraints of trade, even 
minor, which might discourage competition or bolster 
prices. In this he has full White House support. 

The oil case made Arnold roaring mad. After months 
of intense effort he completed a complaint seeking to 
break up 22 major companies into local functional units, 
divesting them of control of transportation and market- 
ing facilities. The day it was ready for court filing, 
NDAC asked to take a look at it and after several weeks 
submitted a report not asking that the suit be dropped 
but listing a dozen ways in which disintegration of the 
majors might interfere with defense plans. Arnold not 
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only thought these arguments silly, but was incensed 
that NDAC didn’t give a yes or no answer, thus putting 
the final decision up to the Attorney General. 
Meanwhile Arnold is making a big to-do over his at- 
tempt to use the anti-trust laws to clean out what he 
calls bottlenecks in the defense program. So far these 
cases have dealt mainly with patent licenses and ex- 
port marketing agreements, particularly those involv- 
ing agreements with foreign companies. Under a little- 
used anti-trust provision in the Wilson tariff act of 
1894 most such agreements are technically illegal, even 
though the European war has made them dead letters. 
In some instances patent license agreements involving 





a division of world markets may have increased prices 
and here Arnold can claim to be aiding defense, but 
another argument he uses io justify this crusade seems 
rather far-fetched and of no immediate value, namely, 
that if an American manufacturer had not agreed with, 
say, a German patentee not to export to certain coun- 
tries it might have increased its productive capacity 
and therefore be in a better position now to fill defense 
contracts. 

Arnold is determined not to let business use the de- 
fense emergency to get away with anything violating his 
interpretation of the anti-trust laws, and, by and large, 
the administration is letting him have his way. 
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Oil industry “co-ordination,” theoretically just short 
of “federal control,” is proposed by Secretary Ickes at 
secret conferences with a selected group of prominent 
oil men. He suggests a joint industry-government com- 
mittee to correct present economic maladjustments and 
aid in long-range defense planning. Industry men agree 
something might well be done but fear federal control 
on the one hand and anti-trust prosecutions of a volun- 
tary plan on the other. 


"Draft industry" law will never be used. All officials 
connected with defense agree it would be silly for gov- 
ernment to take over a plant and try to produce de- 
fense materials. They say, genuinely, they are greatly 
impressed with willingness of industry to cooperate, but 
add that presence of this law may act as wholesome 
club in the closet. They think it will not discourage 
construction of new plants. 


Private capital will provide the bulk of new production 
facilities needed for defense, except a few large plants 
for purely military uses, if Army, Navy and Defense 
Commission have their way. Treasury fought hard to 
have government money do the whole job, and carried 
this fight into the tax bill, but lost on most points. De- 
fense commission’s plan for a “bankable contract” and 
five-year amortization is a fundamental change in gov- 
ernment procurement and will be a big aid to private 
financing. 


Conscription law will hamper industry somewhat by 
causing labor turnover, but should not be serious. In 
the average mass: production industry not more than 10 
per cent of the jobs require more than a year of training, 
and the percentage of skilled men subject to draft is 
relatively small because of seniority rules and small 
number of apprentices trained in recent years. How- 
ever, draft of even small number of skilled key men 
might be serious in some industries, though selection 
boards may allow for this in making exemptions. 


Defense commission is co-operating fully with busi- 
ness, according to businessmen, and is doing a very 


good job—much better than anticipated. It is work- 
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ing chiefly through established trade associations rather 
than setting up new industry committees, and these are 
checking on potential contractors, materials, equip- 
ment, labor supplies, etc. Few actual bottlenecks have 
been located in industry, despite all the talk about them. 
The most serious is in machine tools. 


Price trends worry defense planners more than procure- 
ment problems. They foresee practical absorption of 
unemployed within a year, bringing huge demand for 
consumer goods and plant expansion, and they fear an 
upward spiral of prices causing inflation and throwing 
defense plans out of gear. Plans to prevent this include 
government purchases off season, close watch on un- 
warranted price increases, pressure on manufacturers 
and dealers to prevent heavy buying for inventories, 
and general education and persuasion. 





Wide World Photo 
Thurman Arnold testifying before the Monopoly Committee. 
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How Government Will Finance 


The Armament Spending 


Its Impact on Business and Investment Values 


BY WARD GATES 


\\ HEN John Smith seeks to borrow money the lender 


calls the tune. He asks a lot of questions. If this fellow 
Smith has a chronic habit of living beyond his income 
and of being in debt, he probably will not get the loan. 
If by any chance he does wangle it, the lender will de- 
termine the amount, the maturity and the interest rate. 

Some people do not sufficiently realize that when the 
Government of the United States borrows money it does 
so under an entirely different set of conditions. Within 
limits which are broad but not yet specifically defined 
by experience, Uncle Sam substantially controls the 
supply of money and credit—and the interest rate it 
commands. 

An enormous total of savings, especially in the hands 
of insurance companies and savings banks, is lying 
around. The commercial banks have tremendous un- 
used credit resources. The funds available for purchase 
of Government bonds are in goodly part created by the 
Government’s deficit spending. The lenders can find rela- 
tively few and small outlets for such funds except in Gov- 
ernment bonds. In practical effect, therefore, the bor- 
rower in this case—rather than the lender—calls the tune. 
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While it may not always be so, after years of living 
beyond his income, the paradoxical fact is that the more 
Uncle Sam goes in debt the better his credit rating 
seems to become! The Treasury has recently put out 
$737,000,000 worth of bonds, of approximately thirteen 
to fifteen years maturity, at the record low rate of 
2 per cent. 

Ever since the early New Deal days of 1933 warning 
voices have predicted inevitable inflation and disaster 
as the bitter fruit of uncontrolled Federal deficits and 
soaring public debt. Of course, if it rained hard enough 
and long enough we would all be drowned. There are 
few, no matter how unorthodox their financial thinking. 
who will not agree there is some limit to supportable 
Government deficits and debt. But the practical ques- 
tion is: When and where? I don’t know and I think 
nobody knows. 

Certainly, finding ourselves confronted with the neces- 
sity of large scale national defense spending, there 
appears to be less public concern now over the deficit- 
and-debt problem than there was before the war broke 
out. The warning voices are not lacking—suggesting 
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teroic taxation, reduction of non-armament spending, 


ete—but somehow they sound relatively faint. Maybe 
we are getting used to the public debt habit. The New 
Dealers of financial thought—by no means confined to 
official Washington—would say we are becoming some- 
what better educated in the essential realities of modern 
management of the nation’s financial system. 

The latter point of view holds that expansion of debt, 
which is the other side of investment, has always been 
essential to expansion of a capitalist economy; that 
private debt expansion fer decades was importantly 
supplemented by the flow of savings and credit into the 
debt obligations of cities, counties and states the latter 
kind of debt financing a substantial total of our eco- 
nomic activity; that, in the absence of adequate debt 
expansion since 1929 at the instance of private borrowers 
and of local governmental units, the substitute and 
supplement of expanding Federal debt has been neces- 
sary and desirable; that, within limits now impossible 
to determine, further expansion of Federal debt is neces- 
sary and desirable, whether as substitute for other types 
of ‘‘debt-investment” or, preferably, as supplement. 


Roosevelt Debt Policy 


In short, this school of thought regards Federal debt 
neither as happenstance nor habit but as an instrument 
of national policy. President Roosevelt, who himself 
warned in 1934 against the danger of liberal government 
wrecking itself on “the rocks of loose fiscal policy,” has 
evidently embraced this “modern” conception. It is 
beside the point whether he drifted into it, making a 
virtue out of an uncontrollable situation. It represents 
the reasoned and sincere conviction of most of the fiscal 
advisers, in and out of Washington, who have Mr. Roose- 
velt’s ear. 

The distinction which orthodox financial thought can- 
not ignore is between self-supporting—or theoretically 
self-supporting—private debt expansion and non-self- 
supporting government debt expansion, the foundation 
of the latter necessarily being 





will remain a relatively small proportion of the total per 
capita income and taxation and no major part of the 
debt will ever be paid off. 

Let’s explore these two statements for a moment. 
At the close of the 1919-1920 fiscal year, reflecting debt 
expansion from our World War venture, the Federal 
debt was $24,297,000,000, the interest charge came to 
$1,020,000,000 a year and the interest cost per capita 
was $9.58. At the end of the most recent fiscal year, 
June 30, the direct, interest-bearing Federal debt was 
$42,376,000,000 or not so very far from double that of 
1920, but the interest cost was $1,041,000.000 or about 
$7.97 per capita. What made this possible was simply 
a drastic reduction in the going wages commanded by 
borrowed money as between the two periods. 

That the people feel no real pocket-book pain from 
this interest burden of $7.97 per capita is not surprising, 
since their total tax bill per capita now comes to about 
$106. It may be interesting to speculate a bit. If—and 
this is certainly not a prediction—the Federal debt 
should be $75,000,000,000 ten years hence, the annual 
interest cost, assuming an average rate of about 214 per 
cent, would come to approximately $13.40 per capita. 
If, to make this conjecture all the more bloodcurdling, 
the Federal debt should rise to $100,000,000,000 in 1950 
the per capita interest charge would be around $17.85. 
Doubtless our children and grandchildren will have their 
headaches but the interest burden on the Federal debt 
will not be very prominent among them. 

I have said that no major part of the Federal debt 
will be paid off. That is not as cynical as it sounds. 
A particular debt obligation is discharged at maturity 
by payment, default or refunding. But our collective, 
aggregate debt is never paid off and is never reduced 
even moderately except by the defaults incident to a 
major depression. We meet our aggregate debt obliga- 
tion with new promises to pay—that is, new debt. 

And any time this process—inherent in our present 
capitalist system—works out otherwise you can bank on 
a depression. If you can (Please turn to page 756) 











the tax-revenue production of 
the capitalist economy. 

If the load. some day becomes 
too heavy for the foundation to 
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support, something has to hap- 
pen. It might be inflation and 
debt repudiation. On the other 




















hand it might be neither but, 150 
instead, complete State capi- 
talism. 
I have said that I don’t know 
what ultimate total of Federal 100 


debt is supportable. There is 
reason to suspect that a far 
bigger debt than anybody is 
now daring to talk about pub- 
lily could be, and will be, 
rationalized. It will not be quite 
as much of a_ back-breaking 
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burden to our children and 
grandchildren as some of us 
imagine—for two reasons. The 
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L. TAKES some 30 tons of 


RE-APPRAISING THE 


blueprints, the National 
siheciiatilicritaniaii tite Defense Advisory Com- 
INDUSTRY IN 1941 mission reports, to design 
ARMAMENT BOOM. ® Pattleship. In terms 


merely of avoirdupois, the 
paper work involved in the 
development of even the 
largest of modern bombers 
does not begin to measure up to that mark. Neverthe- 
less, the number of man-hours spent with T-square and 
slide-rule are considerable and, what with the construc- 
tion of wooden mock-ups and the exhaustive flight-test- 
ing of experimental units, the introduction of a new 
plane model is no overnight affair. 

It is just this sort of thing, however, in which our 
aircraft companies are most proficient. Throughout 
virtually all of its short history the industry has con- 
centrated on experimental work and the development 
of a quality product, ignoring almost entirely the prob- 
lems of quantity output. The nature of both commer- 
cial and military demand until very recently made this 
inevitable, and the upshot is that the latest models of 
American planes in practically all classifications are 
indisputably the world’s finest. The only hitch is that 
they cannot now be turned out in anything like the 
quantities required by the British and United States 
Governments. To learn to do so as quickly as possible 
is the foremost problem of the aircraft makers today. 

The problems involved in the stepping up of aircraft 
production are numerous and difficult. Probably among 
the least is that of obtaining additional plant capacity. 
As of July 1, factory floor space 
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Another Look 


toward centralization in California. No major obstacles 
are contemplated in the construction of this additional 
capacity within a reasonably short period. 

Equipping and manning the new plants, however, will 
be another matter. The machine tool bottleneck is 
bound to be a delaying factor despite the recent entrance 
of such companies as Otis Elevator, American Can, New 
York Air Brake and others into the tool manufacturing 
field. For although the aircraft industry has now 
become the largest domestic buyer of machine tools, it 
is not in a position to pre-empt all that it requires since 
other producers of vital defense items, notably ship- 
builders, are also in crying need of such equipment. 
However, a mitigating factor from now on will be the 
partial withdrawal of the automobile manufacturers 
from the tool market. 


Skilled Help a Problem 


Fully as serious a problem in expanding the produc- 
tion of aircraft is that of obtaining skilled labor. Due 
in part to the depression, expert machinists and the 
like simply are not available in anything approaching 
adequate numbers. It is estimated that the aircraft 
requirements of the defense program will require an 
increase of about 400 per cent in direct aviation labor. 
An expansion of mechanics’ schools is getting under way 
and apprentice training activities of virtually all the 
principal aircraft plants are increasing, but solution of 
the personnel problem will take time. As something of 
a stop-gap, it has been suggested that skilled workers be 
borrowed from the automobile industry, by no means 





of the industry, excluding en- 
gine makers, totaled some 
8,000,000 square feet. The addi- 
tion of about 12,000,000 square 
feet, an increase of 150 per cent. 


is currently projected, actual Estimated Total Per Share Total Per Share Total Per Sh 
construction having already Boeing........... $125,000,000 $115.51 $17,000,000 $15.70  $2,460,000(e) $2.24) 
been gotten under way by sev- 

: Curtiss-Wright...... 540,000,000 62.86 105,000,000 14.10 10,200,000 1. 
eral concerns including Bell and 
Siastin- euannue those ghastly to «+ ....:. CO eee 57,000,000 95.00 5,870,000 93 
- c . tol . . % 
follow suit are Curtiss-Wright, Lockheed......... 185,000,000 185.00 45,000,000 45.00 4,000,000 4. 
Consolidated, Douglas and = Martin(G.L.)..... 110,000,000 100.50 45,000,000 41.10 7,650,000 
North American. For the most North American..... 100,000,000 99.11 33,000,000 9.60 8,450,000 _—-. 


part, new plants will be located 
inside the country’s eastern and 
western mountain ranges, thus 
interrupting the industry’s trend 


(c)—Assuming a 25% increase in second half totals over first half. 


Estimated 1940 Net 
Based on 1939 Profit Mar 


Backlog Estimated 1940 Gross (c) 


(e)—Company had deficit last year. 


margin used is 1939 average of other five companies. 
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such an out of the way possibility as it might seem. 

As for an ultimate production goal, the 50,000 plane 
annual output called for by the President is still pretty 
much of a pipe dream and, as far as practical, as distinct 
from political, calculations are concerned, does not enter 
into the picture at the present time. Under the current 
program, it is planned to attain an annual rate of 33,000 
by April 1, 1942, a like number of planes to be produced 
in the interim. Of these, it is expected that 14,000 
will be for the British and that of the remaining 19,000 
for our own Government, about 60 per cent will be com- 
bat ships—pursuits and bombers—-and the rest miscel- 
laneous types—trainers, cargo ships, observation planes 
and so on. By early September the Army and Navy 
had made definite commitments, through contracts and 
so-called letters of intention, for about two-thirds of 
these planes, together with approximately 37,000 
engines. 

It is in the matter of power plants, incidentally, that 
production difficulties may prove most serious—not as 
regards radial engines, for which production can and is 
being stepped up comparatively readily, but with re- 
spect to liquid-cooled, in-line units which are indispens- 
able to the production of truly up-to-date pursuit ships. 
Apart from Packard, which will undertake the manu- 
facture of 6,000 Rolls-Royce motors for Britain and a 
smaller number for the United States, the only principal 
American producer of in-line engines is the Allison 
Division of General Motors, and output of the latter’s 
Indianapolis plant has not thus far come up to expecta- 
tions. Mr. William Knudsen, of the National Defense 
Commission, some time ago estimated that in August 





Allison would turn out 130 units; actually only 80 were 
produced. 

There has been some talk, though not in informed 
military or trade circles, of a prospective shortage of 
aluminum for plane construction. As a matter of fact, 
there seems little likelihood of anything of the sort. 
One authority states that the average plane, ranging 
from the lightest trainer to the heaviest bomber, requires 
about 7,000 pounds of aluminum. Last year more than 
327,000,000 pounds of the refined metal were produced 
in this country and that total will be very substantially 
larger for 1940. Moreover, in view of available bauxite 
supplies and the expansion of facilities planned by the 
Aluminum Company of America, it is altogether likely 
that a further material increase of output will be seen 
in 1941—probably to more than 500,000,000 pounds. 
Also, there are other materials. An extremely thin 
rolled steel has recently been developed with an eye 
to use in aircraft and, judging from reported results of 
recent experiments by the Mellon Institute and the 
National Bureau of Standards, plastic planes, partic- 
ularly in the trainer and other light categories, may not 
be uncommon a couple of years hence. 

The chief obstacles to the aerial expansion program 
since the national defense effort got under way last 
spring have been encountered in the matters of taxes, 
amortization allowances and profit margins. As this is 
written, the new excess profits tax has yet to become 
law, but its main provisions have been pretty well es- 
tablished. Even after simplification of the House ver- 
sion by the Senate it remains a rather complicated piece 
of legislature but, withal, will be a distinct improvement 

over the previously existing sit- 











of estimated 1940 orofit margins before taxes. 
inet per share. 
ings. 


Estimated 1940 Net Price 

After Increased Taxes (j) Recent Earnings 

Total Per Share Price Ratio (f) 
ae $1,355,000 $1.25 15% $12.7 
is-Wright.......... 6,184,000 52 71%, 15.2 
Re ee 3,572,000 5.95 77 12.9 
ES ie ote OT hc, 2,340,000 2.34 285g 12.2 
‘i Se 4,605,000 4.20 31% 7.6 
h American........ 5,295,000 1.54 171 11.4 


(}—Based on estimated 1940 net after increased taxes. (g)—Assuming a 50% increase in gross and maintain- 
—Based on present price-earnings ratio as applied to estimated 


(i)—Boeing’s excess profits computed on invested capital basis. 


uation as regards defense con- 
tracts. The amended Vinson- 
Trammel Act, which it super- 
sedes, had not only the aircraft 


——— ties industry but also most other 
Per Share (gs) Price (h) munitions suppliers hog-tied by 
$1.82 23% red tape. Since its profit re- 
90 1354 striction provisions extended 
8.40 108% beyond primary contractors to 
cover subcontractors as well, it 
4.34 40% is not difficult to imagine the 
5.94 45% sort of legal and accounting 
2.15 241 tangles that resulted with the 


purchase of, say, a Martin bom- 
ber to which more than 500 
suppliers contributed materials 
and parts. 


All others on basis of average 
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The new law is far from perfect, but it has cleared 
the atmosphere considerably. All companies earning 
more than $25,000 annually are now put on a more or 
less uniform basis and new plant construction for defense 
purposes may be written off over a five-year period. 
Profits in excess of the 1936-1939 average or 8 per cent 
of invested capital are taxed heavily—50 per cent on 
amount over $500,000—but no more so than anticipated. 
The table on pages 724-725 gives some idea of how 
these levies may affect the earnings of a half dozen 
principal aircraft companies this year and next. Need- 
less to say, these examples are largely hypothetical and 
the earnings figures shown will have to be modified in 
the light of later developments. By and large, though, 
it is apparent that, giving effect to the new taxes— 
which also include an increase in the normal income tax 
—profit margins for 1940 will be considerably below 
those of last year. Whether overall profits will also be 
lower will depend in each case, of course, on the extent 
of increase in sales volume together with other cost 
factors ordinarily influencing profits. 

One interesting result of the new tax situation, inci- 
dentally, will probably be to reduce the relative 
advantage of those companies handling a large per- 
centage of British business over those relying mainly on 
U. S. Government orders. Heretofore, the former en- 
joyed margins running up to 25 per cent on overseas 
sales while the latter were restricted to around 6 or 7 
per cent on Federal business, both then being subject 
to the same Federal taxes. Companies selling largely 
to the British will still retain considerably wider mar- 
gins, but their earnings will come in for some leveling 
off in the payment of excess profits taxes. 

Of course, the mere expansion of aircraft output itself 
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is bound to entail a certain amount of restriction on 
former profit margins. In any industry where produc- 
tion is being rapidly stepped up to successively higher 
peaks, a certain amount of efficiency is lost in the proc- 
ess until management “know-how” catches up with the 
new situation, until additional help can be trained and 
so on. When volume is expanding as rapidly as it is in 
the aircraft field today, however, these factors remain 
of secondary importance. 

The point has been raised, too, that the aircraft 
industry is becoming increasingly subject to outside 
competition, particularly from the automobile manu- 
facturers. It is quite possible that in time this may 
become a serious problem. At present, however, it is 
unquestionably more of a help than a handicap. The 
only real encroachment so far has been in the field of 
in-line, liquid-cooled engines which none of the aircraft 
companies is currently prepared to turn out. That 
General Motors is able to do so is obviously advantage- 
ous to such concerns as Bell and Curtiss whose latest 
model streamlined pursuits would have otherwise been 
still-born. The only pity, as far as the aviation industry 
is concerned, is that GM cannot turn out these motors 
much more rapidly. 

Among the individual companies, the story is invari- 
ably one of constant struggle against time, of getting 
planes off the line faster and still faster. A recent dis- 
patch from Seattle states that Boeing’s Stearman Divi- 
sion, turning out trainers against a 1,000 unit order at 
a rate of one every three hours, will step this up to one 
every 90 minutes before the year-end. Douglas, its 
backlog swelled by sizable new military orders almost 
weekly, is also straining to meet delivery schedules this 
year and next on its large commercial DC-4s._ The com- 
pany reports the development of a revolutionary high- 
speed process for making sheet metal stampings at a 
fraction of former cost. Incidentally, too, the new B-19, 
largest plane ever built and capable of flying non-stop 
New York to Europe and thence back to Los Angeles. 
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will probably begin its test flights this fall; it has been 
four years in development and construction. Another 
wonder-plane is Lockheed’s new interceptor, the “world’s 
fastest military plane” (500 miles per hour), for which 
the Army has recently placed its largest combat plane 
order under the defense program; deliveries are sched- 
uled at 100 per month. 

New plant construction begun within the past few 
weeks by Glenn L. Martin will more than double its 
factory space and bomber production capacity. In re- 
cent months the company has been particularly active 

the development of its patented bullet-proof or self- 
sealing fuel tank and has made it available for use by 
other aircraft companies through a licensing agreement 
with U. S. Rubber. Only within the past couple of 
weeks Martin’s backlog has been further increased by 
the award of a $14,000,000 Army order for bombers 
and spare parts. North American Aviation, 30 per cent 
owned by General Motors and further advanced in 
assembly line production methods than most other con- 
cerns in the aircraft field, has suffered a considerable 
contraction of profit margins this year and, despite 
substantially larger volume, will probably show an earn- 
ings decline even before new and higher taxes. Curtiss- 
Wright, whose proposed new plant at Cincinnati, Ohio, 
will approximately double its engime capacity, is cur- 
rently turning out pursuit ships at a rate of six daily, 
three for Britain and three for the United States; it is 
expected that this output will be doubled in the course 
of the next few months and ultimately quadrupled. 

What does all this boil down to marketwise? Well, 
in the first place, it is probably safe to say that, thanks 
to the effects of the excess profits tax and given even 
a moderately favorable general business situation, the 
boom conditions in the aircraft industry no longer en- 
title its shares to any favored position they may have 
enjoyed in the past. The tax is going to prove a very 
important equalizer as far as profits go and rapidly 
rising sales volumes will not show up in earnings from 
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now on to anything like the extent they have in the 
past. Indeed, most of the aircraft makers will have a 
job on their hands this year and next increasing deliv- 
eries fast enough to keep net incomes on a par with 
recent annual figures. 


When the Emergency Is Past? 


A fact to be kept constantly in mind, moreover, is 
that when the end of the present emergency comes, 
even though that may be some years away, the indus- 
try is going to be seriously over-expanded. Government 
financing of a part of the new capacity now building or 
on the drawing boards, the five-year write-off privilege 
and the prospective rapid growth of private and com- 
mercial flying are all factors that will help soften the 
blow when it comes, but they are not likely to offset 
entirely the cessation or drastic curtailment of Govern- 
ment business and the effects of available surplus factory 


space. The situation that will then develop may prove 
temporary with civilian demand soon taking up the 


slack, but the initial letdown seems almost inevitable. 

All in all, therefore, it can scarcely be argued that 
prospects for the aircraft shares have not materially 
deteriorated over the past year or so. So long as the 
excess profits tax remains in effect earnings gains are 
bound to be closely restricted. On the other hand, as 
soon as the tax is lifted—that is, at the end of the cur- 
rent emergency—the bottom may be expected to drop 
out of the military market. Moreover, with a consider- 
able portion of profits required for the financing of new 
plant and equipment and a higher rate of operations, 
dividend payments in the interim are not likely to rise 
even to the extent that earnings may do so. 

An article on the aircraft industry would scarcely be 
complete without some mention of backlogs. That the 
subject has not been discussed already, however, is no 
oversight, for the fact is that the figures, both for the 
industry as a whole and for (Please turn to page 756) 
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Phelps Dodge 


Rounding Out 


Best Year in a Deeade 


The Only Major Copper Producer Whose Properties Are 


Almost Wholly Within the Borders of the United States 


By J. C. CLIFFORD 


(a recent flurry in domestic copper buying, which 
pushed daily sales to new high levels for the year and 
raised prices to 1114 cents a pound from the earlier price 
of 11 cents a pound, focuses attention on domestic copper 
producers and their problems. 

There is no doubt that the demand for copper in this 
country will be sharply higher as the rearmament pro- 
gram is speeded up or that this demand will materially 
assist in maintaining domestic prices at reasonably good 
levels. But it is not probable that these levels will be 
materially higher than those which now prevail, for it 
will be remembered that the last time copper prices ad- 
vanced substantially the Roosevelt Administration pre- 
cipitated a sharp drop in quotations by the simple expe- 
dient of announcing that in its opinion the price of copper 
was too high. Now that the utility value of the metal is 
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even greater than it was in 1937, for reason of its need 
as an important munitions material, it is not likely that 
the Administration would look with any more tolerance 
upon high copper prices than it did when copper was 
being bought for industrial purposes and speculation. 

Most of the leading American copper producers have, 
in addition to their United States sources of supply, large 
foreign investments. These are valuable and _ prolific 
mines located in South America and Canada as well as 
Mexico and other foreign lands. The foreign properties 
will probably act as a deterrent on earnings of their 
owners for the time being at least, for the foreign de- 
mand for just plain copper is at low ebb and may even 
decline as England’s fabricating facilities are reduced by 
the effects of war. The fact that copper for export re- 
mains at less than 10 cents a pound f.a.s. New York, 
while domestic copper has risen to 12 cents delivered 
in the Connecticut Valley, indicates the paucity of de- 
mand for copper for export. 

While the metal in an unfinished state is in poor foreign 
demand, the very reasons that make it so make the de- 
mand for fabricated metals high. Accordingly, the pres- 
ent and potential need for copper for further fabrication 
has sent producers of such materials in the markets to 
assure adequate supplies which permit them to figure 


on any future orders for their materials. Most significant , 


is the fact that the great bulge in sales, in which almost 
two months normal production of domestic copper was 
bought in one day, came just prior to the deadline for 
the then prevailing price of 11 cents a pound. 

It would therefore seem that the American producer 
who has the greatest proportion of his copper reserves 
in the United States, and whose production costs are low, 
will be in the preferred position to benefit from the cur- 
rent and near term prospects of the copper industry. 
Such a company is Phelps Dodge Corporation. With the 
minor exception of two small Mexican properties whose 
contributions to production and income are of little im- 
portance, most of the company’s production capacity of 
approximately 180,000 tons of copper per annum is 
located in this country. 

As befits the second largest producer of domestic cop- 
per, Phelps Dodge Corp. is fully integrated inasmuch 
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as it maintains its own smelting and refining equipment, 
whose capacity is sufficient to do considerable custom 
smelting as well as to handle its own ores, and also fabri- 
cating equipment to convert its copper into finished ma- 
terials. Coal mines—of sufficient capacity to supply the 
company’s needs, the Southern Pacific Railway and com- 
mercial and industrial customers — and several retail 
stores, with annual sales in excess of $3,500,000, round 
out the company’s interests. 

Copper is by no means the only metal produced by 
Phelps Dodge. In 1939 the company produced in addi- 
tion to 299,336,647 pounds of copper, 11,650,037 pounds 
of lead, 4,743,126 ounces of silver and 136,905 ounces of 
gold. Refineries, during the same period, handled 452,- 
606,586 pounds of copper, 6,647,036 ounces of silver and 
192,512 ounces of gold. Copper sales last year were in 
excess of 406,000,000 pounds and promise to be exceeded 
by a comfortable margin this year. Not all of the metal 
refined was produced by Phelps Dodge Corp. as con- 
siderable work for outsiders is also done. In the same 
vein the company is now experimenting with refining 
Bolivian tin ore and has already achieved a production 
capacity of between 70 and 90 tons of marketable tin 
monthly. The Government is highly interested in the 
experiment and the tin smelting plant may soon be ex- 
panded to handle some of an estimated Bolivian produc- 
tion of 36,000 tons of fine metal per annum. In the past, 
most of this business went to England; something that 
is not feasible at this time. 

Naturally, such a large production of silver and gold 
in addition to the copper makes for lower production 
costs of the less precious metals. This ability to produce 
precious metals has resulted in a reduction of the cost 
of Phelps Dodge copper to but fractionally more than 6 
cents a pound and this advantage will be retained as 
long as the domestic price of 
silver and gold continue at cur- 
rent levels. Low cost copper 
production permits the com- 
pany to operate profitably at 
prevailing prices and it is one of 
the few which would still be able 
to report satisfactory earnings 
even should the price of copper 
recede below the 10 cent level 
which is so critical for many 
smaller producers in this coun- 
try. The stability of earnings 
is further fortified by the rel- 
ative lack of foreign prob- 
lems. 

Reserves of copper ore are 
adequate for a long period of 
operations. A unique “stripping” 
mine, where the ore is taken out 
with mechanical shovels much 
in the same manner as iron ore 
is mined in Minnesota, is cal- 
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ually add approximately 80,000 
tons of copper annually to the 
company’s output. The fact 
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that the ore contains but 1.036 per cent of copper adds 
to production costs although the ease by which it is 
mined makes its recovery economically possible. 
Copper fabricating plants located in Bayway, N. J.,, 
Yonkers, N. Y., Fort Wayne, Ind. and Los Angeles, Cal. 
turn out the conventional line of copper and brass sheets, 
bars, rods, strips, tubes, wire, cable, ete. The research 
division has recently announced a new copper suitable 
for wires and cables which is said to possess higher ten- 
sile strength and somewhat better electrical conductivity 
than ordinary copper, something that the public utility 
and communications industries have been in search of 
for some time past. The new product, which is known 
as “PDCP” sells at a premium over regular copper and 
is obtainable in various shapes and sections. The process 
by which this product is manufactured is adequately pro- 
tected by patents and offers commercially a product that 
heretofore has only been available in the laboratory. 


Earnings High 


Although last year’s earnings per share were the sec- 
ond best since 1929 and were only $0.09 a share lower 
than the peak achieved in 1937, first half 1940 earnings 
indicate that this year’s results may be the highest for 
the decade. In the first six months net income was 
$5,804,538 or the equivalent of $4.14 a share of common 
stock as compared with $4,601,038 or $0.91 a share for 
the first six months of 1939. The estimate of possible 


1940 earnings is based upon the prospects of copper 
prices being maintained at not less than 11% cents a 
pound for the remainder of the year although higher 
than now estimated profits taxes may serve to hold profits 
In addition to the company’s nor- 
(Please turn to page 758) 
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Phelps-Dodge plant located on Newtown Creek, Brooklyn, N. ¥. 
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| by increasing foreign war orders and the ex- 
pectation of sharply higher demands for steel for pre- 
paredness projects, the steel industry appears to be in 
one of its too infrequent boom periods which have made 
the maintenance of heavy production capacity necessary 


in the past. In former years such demand for steel, 
coupled with the probability of controlled material and 
labor costs, would spell a period of prosperity in the 
industry exceeding anything recently seen. 

Export business is undoubtedly running at high levels 
and may go to even further heights should England con- 
tinue successfully to resist the onslaught-of her enemies. 
At this time capable authorities estimate that export 
business is taking nearly 20 per cent of our steel pro- 
duction as compared with approximately 5 per cent in 
normal times. The upsurge of exports is accounted for 
by the fact that England formerly supplemented her 
own 17,000,000 tons of steel production capacity with 
large quantities of steel from France, Luxembourg and 
Belgium. Obviously, her supplemental sources are no 
longer available to her and in addition, German forays 
have crippled part of her own capacity and the impor- 
tation of ores and other needed steel making materials 
has become increasingly difficult. England has therefore 
been forced to turn to the United States for whatever 
additional steel she may need, for it is from this country 
alone that she may secure adequate supplies. 
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The same conditions that have made England our 
best export customer for steel apply to all other coun- 
tries which have customarily depended upon England, 
France and Germany for their requirements. These 
countries have also been flocking to the United States 
for their steel needs despite the fact that our products 
are considerably higher in cost than formerly competi- 
tive materials. 

Such foreign business as we have obtained because 
of the disruption of British and other foreign steel pro- 
duction ability will last only so long as the war and 
Europe’s reconstruction period continue. After that 
time it will be every man for himself with this country 
unable to compete successfully unless the export trade 
is to be heavily subsidized by our Government. 

At this time our domestic steel business is good but it 
is based in large part upon the anticipation of great 
industrial activity to come rather than upon definite 
orders in hand at the moment. Since the inventory ex- 
perience of 1937 most users of steel—and this includes 
the automobile industry which is the largest consumer— 
have been reluctant to anticipate steel requirements 
more than a few weeks in advance. Such a course has 
been justified because of the industry’s well known 
heavy production capacity and the sharp competitive 
struggle within the steel industry that has resulted in 
maintenance of selling price schedules at close to pro- 
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But What About Divi- 
dends and Equity Values? 


BY JESSE J. HIPPLE 


duction costs. Last September’s rush to anticipate steel 
needs was indicative of what might be expected when 
consumers were faced with the need of more raw ma- 
terials for their finishing processes. 

Even then, the manufacturers’ foresight in acquiring 
moderate inventories of steel almost resulted in a repi- 
tition of the 1937 inventory debacle although through 
fortunate chance these inventories were eventually re- 
duced to former levels without heavy loss by the fact 
that business continued on a fairly even keel. Never- 
theless, the steel industry was forced to resort to rapid 
and fairly heavy price shading in order to hold steel 
operations above “break-even” levels. Since that time, 
the manufacturers’ outlook has become somewhat more 
clarified so that they are again stocking against future 
probable requirements with the result that the steel 
industry is operating at approximately 90 to 92 per cent 
of estimated capacity. 

There is no doubt but that rearmament plans will en- 
tail the use of considerable additional steel. Some author- 
ities estimate that rearmament orders will result in the 
use of upward of 12,000,000 tons of finished steel per 
annum. However, it will be some time before any such 
effects are noticeable and in the meantime, despite the 
fact that many orders have been placed by the Govern- 
ment for machinery, ships, ordnance and other things, 
only a small part of steel orders now in hand represent 
actual preparedness materials. 

In order to make the vast quantity of materials re- 
quired to double the size of our navy, build thousands of 
tanks, furnish adequate quantities of cannon, guns, pro- 
jectiles and explosives as well as the proposed thousands 
of aircraft and so on, it is first necessary to expand pro- 
duction facilities to the point where required volume 
output can be achieved. Obviously this will involve the 
erection of. many buildings and other construction but 
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the amount of orders that have as yet been received by 
the steel industry for such material is witnessed by the 
fact that the construction steel production facility of 
the industry is now operating at but 50 per cent of capac- 
ity although it is expected that 100 per cent of capacity 
output will be reached sometime during the early part 


of 1941. Fabricating facilities for the making of steel 
for shipbuilding are already operating at a high rate of 
capacity although it is unlikely that these facilities will 
be expanded until such time as there are sufficient ship- 
ways available to absorb all of the steel fabricating 
capacity of the industry’s present equipment. 

Some commentators on the industrial scene are prone 
to see a potential bottleneck in the steel industry’s 
ability to turn out sufficient quantities of steel ingots 
to take care of the expected increase in the demand 
for steel when preparedness activities hit their full 
stride. Such views are not shared by leading steel men 
who claim that as long as orders are not “bunched” 
the industry can take care of whatever business is of- 
fered. 

At the present time the steel industry has an ingot 
production capacity of approximately 82,400,000 tons 
yearly although of this amount only about 77,000,000 
tons are considered to be economical. The remaining 
production capacity consists mostly of Bessemer equip- 
ment that has been written off the books in recent years 
although it has not been destroyed. With the expendi- 
ture of some time and money these facilities can be re- 
vived and the steel produced by them will be of equally 
high quality as the present open hearth steel although 
the production expense will be somewhat greater. There 
is admittedly a minor shortage in electric steel produc- 
tion capacity by which most of the stainless and other 
specialty steels are manufactured but this situation is 
being remedied by the addition of further facilities as 
time goes on. Republic Steel only recently added a new 
50-ton electric steel furnace and there are two additional 
furnaces of the same capacity now on order. While a 
50-ton furnace may not seem large to a layman such 
a device would add approximately 5 tons an hour—24 
hours a day and 365 days,a year—to the industry’s pro- 
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ductive capacity, a sizeable amount when considered 
from that angle. 

Supposing the present industrial demand for steel is 
maintained at current levels for 12 months—something 
not even proportionately achieved since 1917—approx- 
imately 70,000,000 tons of steel would be consumed. 
Even in such an event there would still be more than 
12,000,000 tons of unused capacity available or approx- 
imately the amount of steel estimated by the more op- 
timistic guessers to be required for additional defense 
needs. Added to this would, of necessity, be the normal 
additions of facilities which increased production capac- 
ity more than 40 per cent during the past 20 years. 

While it is not at all certain that defense demands will 
press production facilities to their limits, in the event 
that such a condition should arise a program of ration- 
ing to other than defense materials producers would 
soon make the small additional quantities of steel re- 
quired available to the more important consumers. 

Similar conditions in the previous world war made 
for large profits for the steel makers, a condition that is 
not likely to be repeated in the same degree this time. 
In the first place, punitive excess profits taxes remove 


the incentive for the accumulation of heavy gains and 
in the second place, drastic Governmental control of the 
entire situation would make the imposition of prices suf- 
ficiently high to insure gigantic profits unwise and per- 
haps, even unhealthy. A recent Government weapon 
to do just this is contained in the much discussed “in- 
dustry” section of the Burke-Wadsworth conscription 
bill. 

Material costs may be moderately higher and labor 
costs—despite the fact that they are at an all time peak 
—will unquestionably rise. These increased costs will 
be taken care of by a probable general increase in steel 
prices although such prices will not be immoderately 
higher than those which are now prevailing and will cer- 
tainly not be sufficiently large to add substantially to 
profit margins. If prices should advance as much as 50 
per cent above current levels they would still be ap- 
proximately the same as those which prevailed in 1918 
when the Government took over the price situation in 
the steel industry and would be at least 30 per cent be- 
low the average price of steel in July, 1917, which marked 
the peak of World War steel prices. On the other hand, 
many costs are down to far below World War days. 





Investing and Trading in Steels 


BY FREDERICK K. DODGE 


: the steel industry earningswise either 
makes a very good showing or a very bad one. The 
barometric qualities of the industry are generally under- 
stood and appreciated but the swings between the lean 
and prosperous years find more violent reflection in the 
earnings of the average steel company than in the case 
of companies identified with almost any other major 
industrial field. As a consequence the equity investor 
has found steel company shares to be largely a feast or 
famine proposition. Among the ten leading steel manu- 
facturers the shares of only two companies qualify under 
the basic investment conceptions of well sustained earn- 
ing power and dependable dividends. 

On the other hand, the same conditions which have 
made the steel industry a very limited field for equity 
investment provide the speculator and stock trader 
plenty of action for his money. In addition to capital 
leverage, an extremely potent factor in equity earnings 
and one which attracts speculative interest, steel com- 
panies may be said to be subject to marked industrial 
leverage. Capital leverage exists when a company’s 
capital structure in addition to common stock is com- 
prised of sizeable amounts of preferred stock and funded 
debt. With such a setup, once earnings have expanded 
sufficiently to meet interest charges and preferred divi- 
dends, it would be possible for only a comparatively 
modest additional gain in gross to boost common stock 
earnings substantially. The capital leverage factor can 
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be equally effective on the adverse side in a period of 
declining earnings. 

Industrial leverage in the steel industry is provided 
by the relationship of the rate of operations to capacity. 
The industry as a whole it is estimated can break even 
when operations average about 55 per cent of capacity. 
For some companies the break-even point is lower, for 
others it may be higher. Once a company’s operations 
expand beyond its break-even point, profits rise rapidly. 
Like capital leverage, however, the reverse is true when 
the rate of operations falls below the break-even point— 
deficits, not profits, mount rapidly. 

In 1939, ten steel companies representing some 81 per 
cent of productive capacity were able to show aggregate 
profits equivalent to $2.02 per ton of combined capacity, 
on the basis of output which averaged just under 65 per 
cent of capacity for the year. With operations averag- 
ing about 40 per cent of capacity in 1938, these same 
companies showed an aggregate loss of 9 cents a ton on 
combined capacity. 

In the first six months of the current year, nine lead- 
ing steel companies, rated according to capacity, re- 
ported aggregate profits of $86,857,000, equal to about 
$1.30 per ton of capacity. During this period operations 
in the steel industry averaged 74 per cent of capacity. 
The decline in per ton earnings below the 1939 level 
despite the higher level of operations in a large measure 
reflects the short break in prices of $4 a ton, principally 


THE MAGAZINE OF WALL STREET 





on sk 
The f 
ment 
repor 
Fo: 
avera 
final. 
main 
level, 
enab! 
highe 
impr 
taxes 
panic 
for si 
Pr 
howe 
US) 
earn 
less 
Big | 
stocl 
mar] 
rank 
unce 
It 
steel 
Fro 
as 4 
STri 
cent 
Up 
a re 
grou 
basi 
havi 
F 
indt 
fine 


( 
Unite 
Bethl 
Repu 
Jone: 
Natic 
Youn 
Inlan: 

Ame 
Whe 
Pittst 
Otis 
Share 
Grar 
Crue 
Alle 
Rust 


oc 


nd 


if- 


Or 


il] 





on sheets and strip, when large tonnages were placed. 
The first half showing, however, was a marked improve- 
ment over that of a year ago, when the same companies 
reported aggregate earnings of only $20,392,000. 

For the first nine months steel operations have 
averaged about 78 per cent of capacity. But for the 
final quarter the probabilities are that operations will be 
maintained at or above 90 per cent of capacity. At that 
level, substantially increased plant efficiency should 
enable most companies to absorb readily the somewhat 
higher material costs. Fourth quarter earnings will be 
impressive, even if ample allowance is made for increased 
taxes. It is a foregone conclusion that for most com- 
panies this year will be the most profitable since 1937— 
for some it will be the best in more than a decade. 

Prevailing quotations for leading steel company shares, 
however, appraise this prospect very conservatively. 
U.S. Steel common stock, for example, which may show 
earnings of $7 a share this year (after taxes) is selling at 
less than 50 per cent of its 1937 high. What is true of 
Big Steel is the rule rather than the exception for steel 
stocks as a group. The reasons for this apparent lack of 
market enthusiasm are obvious. Steel is in the front 
rank of war industries and as such is subject to all of the 
uncertainties and contingencies which that implies. 

It may be conceded, however, that marketwise the 
steel group has staged a somewhat superior performance. 
From its early 1940 high to the June low the market 
as a whole as measured by THe Macazine or WALL 
Street Common Stock Index declined about 3214 per 
cent. Eleven steel stocks showed a decline of 30 per cent. 
Up to September 21, however, the market had shown 
a recovery of 30 per cent of the decline, while the steel 
group had regained 42 per cent of ground lost. On this 
basis, steel shares as stock trading vehicles appear to 
have gained a favored position. 

For the bonafide investor seeking a stake in the steel 
industry, however, the choice of issues is practically con- 
fined to the shares of Inland Steel and National Steel. 


National Steel has never shown a deficit and dividends 
have been paid in every year since the company’s organi- 
zation. Inland Steel’s sole deficit occured in 1932, and 
1933 was the only year in the past ten in which stock- 
holders received no dividends. Earnings of both com- 
panies have shown the wide fluctuations characteristic 
of the steel industry, but with the advantage of modern 
plants strategically located and production concentrated 
on the lighter types of steel, their record has been much 
superior to that of the industry as a whole. 

U.S. Steel and Bethlehem are the favorite mediums 
of the trading element—and justly so. What General 
Motors and Chrysler are to the automobile industry 
these companies are to the steel industry. Bethlehem, 
particularly, with its large shipbuilding facilities and 
being one of the few companies now able to turn out 
armor plate in quantities, is very definitely a “war baby.” 
However, if the war and our own defense efforts are 
prolonged indefinitely any preference between Big Steel 
and Bethlehem may prove to be largely a matter of 
choice. 

The shares of both Youngstown Sheet & Tube and 
Jones & Laughlin are also obvious candidates for specu- 
lative trading commitments. Both companies have 
demonstrated substantial earning power under favorable 
conditions in the steel industry in the past. The capital 
leverage factor is particularly effective in the case of 
these two companies. 

Among specialty steels such leading alloy steel pro- 
ducers as Allegheny Ludlum, Carpenter Steel and Re- 
public Steel will receive important impetus from the 
defense program. The shares of Allegheny Ludlum and 
Carpenter Steel particularly may be credited with well 
defined speculative appeal. Increasingly heavy demands 
for stainless steel promise to be reflected in the earnings 
of Rustless Iron & Steel, lending a measure of attraction 
to the company’s common stock. 

To what extent the steel industry will prove vulner- 
able to excess profits taxes, it (Please turn to page 752) 








Leading Steel Producers 


1939 
Ingot Oper- 
Capacity ating Sales 
(a) Rate (000 Omitted) 
Company (tons) (b) 1938 1939 
United States Steel 27,795,000 63.4 $560,508 $801,039 
Bethlehem Steel. . . 11,468,800 69.4 271,193 414,141 
Republic Steel... . 7,840,000 61.5 140,880 230,341 
Jones & Laughlin 3,943,744 61.9 75,411 113,324 
National Steel....... 3,808,000 89,503 132,062 
Youngstown Sheet & Tube.... 3,494,400 64.4 84,665 117,028 
Inland Steel.......... 3,091,200 77.9 74,059 115,347 
American Rolling Mill 3,030,182 64.7 70,442 95,351 
Wheellng' Stedl.........5.06055..5. 1,960,000 74.8 62,420 85,717 
Pittsburgh Steel... . . 1,072,557 64.7 20,828 28,571 
Lo. S| ae 976,640 13,719 24,500 
Sharon Steel......... 560,000 79.0 10,506 16,179 
Granite City Steel... 403,200... 6,359 10,212 
Crucible Stee). css eis occ esas 933,408 29,126 47,968 
Allegheny Ludium.............. 602,000 39.7 18,261 37,332 
Rustless Iron & Steel... . 50,400 Balas 2,348 6,389 


Avge. Earned 
Earn- Earned Per Sh. 
Net Income Profit ings Per 1st ae 
(000 Omitted) Margin PerSh. Share 6 Mos. Dividends 
1938 1939 1938 1939 1936-'39 1939 1940 1939 1940(c) 
d$7,717 $41,120 1.4% 5.1% $2.49 $1.83 $2.72 None $2.00 
5,250 24,638 1.9% 5.9% 3.70 5.75 6.09 $1.50 3.50 


d7,998 10,671 d5.6% 4.6% 0.51 1.42 0.90 None None 
d5,880 3,189 d7.8% 2.8% d4.43 d1.60 2.12 None None 
6,662 12,582 7.4% 9.5% 5.69 5.71 3.18 1.70 1.75 
d659 5,004 d0.8% 4.3% 3.86 2.50 1.20 None 0.75 
4,916 10,931 6.6% 9.5% 6.61 6.73 3.64 4.00 3.00 
d1,308 4,012 d1.9% 4.2% 1.08 0.69 0.37 None None 
493 5,561 0.8% 6.5% 2.95 6.40 1.24 None None 


d779 565 d3.7% 2.0% d5.48 d0.60 d0.11 None None 
d1,230 215 d9.0% 0.8% 0.06 d0.59 4d0.81 None None 
d95 255 d0.9% 1.6% 1.13 d0.11 0.61 None None 
d330 347 d5.2% 2.9% 0.37 0.91 0.13 None None 
d2,237 2,804 7.7% 5.8% 0.56 4.79 3.52 None None 


2,094 d5.9% 5.6% 1.18 1.49 1.48 0.50 0.75 
17.1% 0.58 1.13 0.63 0.25 0.45 


d1,070 
81 1,091 3.5% 


(a)—At the end of 1939. (b)—Average per cent of capacity for full year. (c)—Declared to date. (d)-—Deficit. 


Operating data compiled from Iron Age. 
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Dynamie Growth Prospect 
for Timken-Detroit Axle 


Earnings, After Conservative Tax Reserves, at Record High 


BY STANLEY DEVLIN 


i AXLE is assured of a leading indus- 
trial role in the national defense program—a part which 
the company should be able to accept and fulfill with 
all of the competence and success born of thorough 
experience. 

The company is the largest manufacturer of front and 
rear axles for heavy duty commercial vehicles, a dis- 
tinction which it has held for more than a generation. 
In the first World War Timken’s designs and products 
were used extensively by the Allied armies. For more 
than twenty years the company’s officials have worked 
in close cooperation with the Ordnance and Quarter- 
master departments of the United States Army in the 
interests of the effective mechanization and motoriza- 
tion of various military units. Even prior to the current 
intensification of defense plans, the company had ob- 
tained large orders for a wide variety of equipment, 
including special motor truck axles, power drives for 
armored tanks and numerous types of gun carriages. 

Timken-Detroit has always been generous in its ex- 
penditures for the development of this specialized equip- 
ment, and in the most recent report to stockholders the 
following significant statement appeared: 

“Since the outbreak of the European war, we have 
rejected many foreign army in- 
quiries so that our maximum 
capacity would be available for 
our own National Defense Pro- 
gram and to take care of our 
own customers’ requirements. 
At no time have we hesitated 
to invest our capital or to ac- 
cept National Defense orders 
pending the determination of 
amortization or depreciation al- 
lowances and Excess Profits 
Taxes.” 

All of which might lead one 
to conclude that the company 
is very definitely a “war baby.” 
Such, however, is not strictly 
true. The company, to be sure, 
promises to be an active par- 
ticipant in the defense effort, 
but this also holds true of many 
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another industrial organization, whose activities nor- 
mally are wholly independent of armament or Govern- 
ment defense orders. Timken-Detroit’s peace-time rec- 
ord has been a creditable one. 

Primarily, the company is to be classified as a 
manufacturer of automotive equipment. Normally. 
about 60 to 65 per cent of sales is contributed by auto- 
mobile, bus and truck axles and transmissions. With a 
view, however, to ironing out some of the peaks and 
valleys which have been characteristic of automobile 
production and demand, the company has in common 
with most of the leading manufacturers of automobile 
equipment sought to diversify its activities into other 
fields more or less divorced from the automobile industry. 

In 1925 the company organized a wholly owned sub- 
sidiary which acquired from the Socony-Burner Corp. 
(a subsidiary of the former Standard Oil Co., of N. Y.) 
an exclusive license to manufacture and sell domestic 
oil burner equipment in the United States, with the 
exception of New York and the New England States. 
In 1928, this subsidiary acquired the entire business of 
Socony-Burner Corp., including various patent rights 
and branches in New York and New England. Since 
then Timken has steadily enhanced its competitive posi- 





‘Heavy duty axles such as used on this 25-ton military tank truck normally constitute a 
major part of Timken-Detroit's sales. 
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tion in the building equipment field, enlarging its line 
to include a complete line of wall-flame and pressure- 
type oil burners, complete boiler-burner units, oil-fired 
air conditioning units and oil-burning water heaters for 
homes and small commercial buildings. 

Another step toward diversification was effected by 
the company in 1939, when all of the outstanding stock 
of the Delta Manufacturing Co. was acquired. The lat- 
ter company manuiactures a line of light power tools 
for working in wood or metal, such as drill presses, band 
saws, circular saws, lathes, ete. 

Both of these newer divisions have been favored in 
recent months by increasing sales. The volume of new 
residential building thus far this year has been running 
well ahead of last year, while aggregate shipments of 
oil burners have been about a third higher than a year 
ago. In view of Timken’s well entrenched competitive 
position in the latter field it is probably safe to assume 
that it has shared proportionately in the current gains. 
Further, the management has stated that sales and prof- 
its of the Delta division have exceeded expectations, 
and show considerable promise for the future. 

Encouraging as they are, however, these activities are 
supplementary and the results and their contributions 
to Timken-Detroit’s sales and earnings promise to be 
largely overshadowed for some months to come by the 
automotive axle and transmission divisions. 

No one will seriously question the vital importance 
of aircraft both as offensive and defensive weapons. But 
as pointed out in Timken-Detroit’s most recent report, 
although the airplane is more spectacular it would be 
of minor value without suitable vehicles for ground 
transport to provide for their service and for the trans- 
portation for the Army and munitions required to follow 
up in any offensive. The Army, however, in order to 
meet its stringent requirements needs a truck which 
will stand a lot more abuse and operate in almost any 
sort of terrain—not the type of truck which rolls along 
the broad highways, but one capable of effective off- 
the-road service with power on all wheels. 

To meet these requirements Timken-Detroit has de- 
veloped front driving axles for use in 4-wheel drive 
vehicles. These axles can also be used with the standard 


commercial tandem drive axles to provide 6-wheel drive 
trucks with three driving axles for heavier loads. The 
company has also developed a new type of differential 
designed to compensate for the loss of traction on one 
wheel by transmitting additional power to the wheel 
which has traction. Adapted for use with these special 
axles, the company has developed a power dividing unit 
for the purpose of equalizing and distributing power 
between the front and rear axles. 

Jointly with the United States Ordnance Department 
Timken produces special transmission and final drive 
facilities for light and medium tanks, having built prac- 
tically all of the modern units recently delivered to the 
Army. The company has also supplied axles for anti- 
aircraft gun carriages of the latest design, while standard 
commercial units have been made adaptable for con- 
verting obsolescent gun carriages to the modern pneu- 
matic-tired vehicle. Completing the company’s stake in 
national defense is its forge division which has produced 
many large and difficult forgings for various branches 
of the Army service. 

An important point to be noted is that most of the 
equipment mentioned above is standard on virtually 
all Army trucks. In addition, however, it has been speci- 
fied for application to trucks on order for foreign gov- 
ernments. 

With the Army committed to an extensive program 
of motorization involving vast additions to present 
truck, tank, anti-aircraft, artillery and other mobile 
equipment, the impetus which will be imparted to Tim- 
ken-Detroit’s business will be considerable. 

In the past any general expansion in industrial activ- 
ity has always stimulated the sales of commercial motor 
trucks and tractors and there is no reason to suppose 
that the same pattern will not be followed over the com- 
ing months. Timken’s customers among truck manu- 
facturers have included not only most of the smaller 
independents, but General Motors and Ford as well. 
Some measure of what this combination of circumstances 
may mean to the company in terms of sales and earn- 
ings may be found in the report for the fiscal year ended 
June 30, last. 

Net profit for the twelve months ending June 30, last, 

totaled $3,649,059. or the equiv- 





alent of $3.69 a share for the 





common stock. This was far and 





away the best showing since 
1929. In fact it was the best in 
the company’s history. In the 
first six months of this year 











alone, the company earned more 
than it did in all of 1929. 
Of the $3.69 a share earned 

















in the latest twelve months’ pe- 








7) 
rd 
< 
4 
. 
} 
a 
z 
4 
3 
3 
= 





MILLION DLS. 





riod operations in the first six 
months of the current year con- 
tributed $2.06, compared with 
99 cents a share in the first half 
of 1939. The balance of current 
earnings is accounted for by 
$1.63 a share in the final half of 



































1939. For all of 1939 per-share 
earnings were equal to $2.62 a 
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Manganese and Tin 


The sharp rise in steel produetion 
and particularly in the types of steel 
used for armaments has focused 
attention on this country’s supplies 
of manganese. Efforts to prevent 
any possible shortage include a sur- 
vey of small resources in Alabama, 
Georgia and West Virginia, as well 
as attempts to develop low grade 
ores in Minnesota. Freeport Sulphur's 
subsidiary, Cuban-American Man- 
ganese, is also one of the largest 
suppliers under domestic control, 
now that the war has eliminated or 
jeopardized shipments from Russia, 
Africa and Brazil. 

Patino Mines officials are actively 
negotiating for the erection of a tin 
smelter in the United States to pro- 
vide against the possibility that the 
Far East will be removed as a 
source of the metal. An expert from 
Britain is cooperating, although 
such a move would mean loss of 
business for England. Patino’s Bo- 
livian ores are not of the highest 
quality, and settlement of the pres 
ent troubled situation throughout 
the world would make our smelters 
a poor investment on the basis of 
open competition; nevertheless, it is 
expected that the Government will 
be sufficiently interested in the proj- 
ect as a defense measure to advance 
funds for its completion. 


Foreign Ties Liquidated 


Eastman Kodak Co. has sold its 
one-half interest in the Chemische 
Werke Oden G m b H, of Germany. 
The company’s report to the SEC 


gave the sale price as 900,000 
marks or a _ theoretical $360,000. 


Since the money cannot be removed 
from Germany, however, the sale 
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For Profit and Income 








was actually a means of getting 
rid of embarrassing commitments 
rather than a_ straight business 
proposition. Eastman’s investments 
and branches in Germany at the 
end of last year totaled $5,710,437, 
but of course no income is being 
received from those sources and the 
company has excluded such sales 
from its consolidated reports. 


Extraordinary Dividend 


One of the most unusual divi- 
dend payments of recent years was 
made when the Thompson Automatic 
Arms Corp. ordered a payment of 
$5.50 a share to stockholders of rec- 
ord Monday, September 16, payable 
Monday, September 16. The stock 
was selling over-the-counter at 
about 13 at the time the payment 
became known, and a great deal of 
confusion arose as to which would 
be the proper recipients of the divi- 
dend. 

Thompson Automatic Arms is a 
small company experiencing a rapid 
revival in demand for its products— 
among them the well known sub- 
machine gun. Recent sales have in- 
cluded a considerable amount of 
goods which were on hand for many 
years and corporate cash was sub- 
stantially boosted. 


Nylon in Sellers' Market 


Rumors that large quantities of 
nylon are being taken by the Gov- 
ernment for parachute fabric, belts 
and other military articles, thus 
limiting the supply of nylon hosiery, 
have been denied by E. |. du Pont de 
Nemours. The company states that 
il is cooperating with the Govern- 
ment and its suppliers of parachute 
fabrics, webbings and other essential 
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defense items to develop manufac- 
turing specifications for use in the 
event of raw material shortages, but 
it points out that the actual con- 
sumption of nylon for such purposes 
has been extremely small. 

Limited stocks of nylon hosiery in 
retail stores are due simply to a de- 
mand far exceeding the supply. 
Output of nylon is being increased 
as rapidly as plant expansion per- 
mits. The first unit of the Seaford, 
Del., plant, started only last De- 
cember, reached capacity in mid- 
September. Work on a second unit 
at Seaford is being expedited. Pro- 
duction in the second unit is ex- 
pected to start in December and 
should be at full speed by the mid- 
dle of next year. 


Expansion Obstacle 


The president of Revere Copper & 
Brass, Inc., noting that his company 
has spent over $1,500,000 for expan- 
sion in the last year, gave the rea- 
sons for hesitation in proceeding 
further with such plans on the basis 
of the defense program as now out- 
lined. “If we build a new plant,” 
said Mr. Dallas, “it would not be 
in production for over a year, and 
we do not know whether at the end 
of that time we would have any 
orders for it or not. If we did have 
orders, we know in advance that 
profits made would be largely taken 
by taxes and at the end of the 
emergency we might have to bor- 
row money at the banks to pay for 
taxes, besides having a plant which 
was a white elephant on our hands. 
It is this thought of uncertainty 
that is slowing up the defense pro- 
gram against the wishes of manu- 
facturers who are anxious to co- 
operate in every way.” 


THE MAGAZINE OF WALL STREET 





| 


Compa 
Alleghen) 
Amalgamé 


American 
American 
Amer. & f 








American 





American 


Am. Pwr. 








American 




























































































Listed Preferred Stocks with Dividend Accumulations 














































































































































































































Accumula- 1940 -Earnings——_— 1940 
bie tions Divi- 1st Half Price Range Recent 

Company and Dividend (Oct. 1) dends 1939 1940 High Low Price Outlook 
Allegheny Corp., A, 5%........ 50.8714 sees d1.76 d¢.07 145% 5% 1134 Prospects better; no immediate dividends. 
Amalgamated Leather, 3........ 8.25 snes 0.27 0.81 18 9% 12 1940 dividends unlikely. 
American & Foreign Pwr. 1st, 7... 60.20 1.05 6.21 5.47Mar. 281%, 10%, 16 Speculations on settlement of world un- 
American & Foreign Pwr. 6....... 51.60 0.96 6.21 5.47Mar. 24% 91, 133% rest-—military, economic znd fiscal. 
Amer. & For. Pwr. 2nd Pid. A, 7. . 69.00 jst d0.11 d0.36 Mar. 1% 2%, 4 
American Locomotive, 7........ 41.00 3.00 d2.70 3.35 73 38 73 Big gains in eernings. 
American Power & Light, 6.... 20.70 4.50 6.15 6.97 July 6314 34% 535% Payments should increase. 
Am. Pwr. & Lt. Pid. “A", stpd., 5 17.25 3.74 6.15 6.97 July 54 28%, 45% Payments should increase. 
American Woolen, 7........... 80.25 3.0€ 6.61 1.13 5214 2514 45 Further dividends in prospect. 
American Zinc, Lead & Smelt., 5 2.50 3.75 4.67 3.70 451% 35 44 Should clear up arrears. 
Armour (Ill.) Price, 6............ 16.5C weet 6.13 Oct. ees 6414 35 46%, Some payment likely soon. 
Associated Dry Goods, 2nd, 7... 32.25 13.25 21.28 Jan. d7.88 Jan. 6 85 491% 715%, Declared $3.00—tecord Oct. 1. 
Blumenthal (S.) & Co., 7......... 33.25 ace 27.C8 1.81 8434, 54 8414 Small issue—large dividends possible. 
Budd, E. G. Mig., 7........ + 68.25 Saws 3.66 16.9€ 5214 21 52% pm better—dividends may be de- 

jayed. 
Byers, A. M., 7.............4. 33.25 8.63 9.45 Se 6.489 mos. 81% 39 70 1941 dividends should rise. 
une 

Certain-teed Products, 6......... 21.0¢ nae 4.76 7 2.31 3634 151%, _ 27 Earnings exceeding dividend accruals. 
C ealth & Souther, 6.... 17.25 3.00 8.94 9.09 Aus. 73% 42 ; 58 $3.00 rate to be maintained. 
Dy 42.50 arene 11.74 10.07 97% 64 9714 Exchange offered holders. 
Cuban American Sugar, 7........ 56.25 2.00 9.81 Se Aygee 9112 60 70 Re-capitalization plan. 
Electric Power & Light, 6...... 47.50 Rete 5.83 8.50 May 35% 155 35% Better earnings improve 1941 dividend 
Electric Power & Light, 7........ 54.41%; oi aiees 5.83 8.50 May 3914 1814 39% prospects. 
Foster Wheeler, 7.............. 54.25 ire 5.49 21.21 101 61 101 Business sharply better. 
Gale ROOUN, Oe oesccccccc cee 9.00 res Nil sions 20 1014 13%, Early payments doubtful. 
General Cable Corp., 7.......... 52.50 Ae 4.89 9.97 : 87 481 73% Possible dividend resumption. 
General Outdoor Ady. “A", 4.. 26.50 4.00 8.58 2.91 585 32% 47 Regular rate should continue. 
General Steel Casting, 6......... 55.50 Sains 0.06 0.72 361 14 36 Earnings jump; dividends remote. 
International Paper & Power, 5.... 12.50 3.75 5.29 9.61 73 401, 60 Year-end payment likely. 
Jones & Laughlin, 7............ 43.50 2.00 5.43 5.58 9114 481 893, $1.00 payable Oct. 22 on arrears. 
Kelsey-Hayes Wh. "A", 11... . 4.12% ae _ 6S. 3.33 17% 81% 1434 1941 payments likely. 
CL CR Se 2 ee 4.58 1.00 5.35 0.46 31% 17% 23% No immediate dividends. 
DAGNEET Ce. DUG. «0. 0.0.6:55. 655.0556 4.37% rk 0.51 0.77 26 1114 19 Business on upgrade. 
Minn.-Mol. Pwr. Imp., 6... ... 44.12 tos 0.65 Oct. ae 48 26 4514 Better net, but no dividends yet. 
National Supply Co., 51/........ 8.9334 0.68 4.09 3.14 13% 26% 3614 Small payments likely. 

N. Y., Chic., St. Louis R. R., 6. . 10.25 aad 9.35 2.87 Aug. 8 39 15 305 Bond maturity a factor. 
Otis Steel Co., 5%............. 12.371 a 1.56 d2.63 41 21 4052 Some payment soon. 
Penn.-Dixie Com. *A", 7....... 77.00 er 2.99 4.82 June 25 1134 2356 No dividends imminent. a 
Pere Marquette Pr. Pfd., 5..... : 13.75 aes 2.93 3.09 Aug. 8 3934 17, 37 Better results but dividends wi!l be de- 
Pere Marquette. Pfd., 5......... 45.25 ee 1.87 d0.22 Aug. 8 291 1114 24% ferred. 
Phillips-Jones Corp., 7. ......... 21.00 eee 43.55 ‘cen 40 30 38 No immediate payments. 
Pittsburgh Coal Part.,6......... 112.8614, nee d3.06 0.63 2734 i. 26 Re-capitalization likely. 
Pittsburgh Steel Pr. Pfd., 514..... 17.8714 Hare 11.31 7.59 56 19 54 Some reduction in arrears likely soon. 
Pittsburgh Steel “A", Pfd.,5..... 16.25 ahtees 4.18 3.49 3034 10 23 
Lo eo Bee 1.50 2.50 3.82 Ap. 2.541stqu. 7% 24 2914 Should clear arrears. 
Revere Copper, 7............... 50.75 are 13.61 10.85 95 70 95 Earnings jump; dividends should follow. 
Revere Copper, 514............ 13.121 aceiets 13.61 10.85 6654 39 «66% 
Standard Gas & Electric, 4....... 30.00 see 0.18 d1.70 7% 2% 4 Progress toward eventual re-capitali 
Standard Gas & Electric, prior, 7. . 45.15 RAE 7.08 0.64 223/44 121% 17%, tion being made. 
Standard Gas & Electric, prior, 6. . 38.70 cela 7.08 0.64 1814 9% 151%, 
eee 1.75 2.75 10.82 6.86 34 20 301%, Should clear arrears. 
Thompson-Starrett, 3%.......... 31.50 ee d3.28 Ap. 3.03 4st qu. 23 8 153% Dividends not imminent. 
U.S. Leather Prior, 7........... 31.50 ere 3.27 Oc. 4.65Ap.6 74 48 5435/4 Some payments likely. 
ek See 19.00 Sates 6.53 3.71 61 41 51% Dividends expected soon. 
Universal Pictures 1st, 8......... 64.00 ee 64.56 Oc. 77.31 Ap.6 112 59 83 Exch offer possibl 
Virginia Iron, Coal & Coke, 5.... 45.00 eee d5.41 dc.53 1514 5 114%, No payments expected. 
Wart AB Eo. ooies cecinecccces 36.25 Aeee 0.80 d0.98 251% 1314 18 Moderate dividends likely. 
Warner Bros. Pictures, 3.85...... 31.93 setae 16.98 Aug. 24.60May9 50 30 35 No payments expected. 
OSS ees 26.25 ae def. ee 1234 3% 10 Possible Cuban windfall. 
Wilson & Co., Pfd.,6........... 7.50 4.50 9.90 Oc. dae 70 45 61 Declared $1.50 payable November 15. 
Worthington P. & M., 414....... 9.00 see 5.63 8.29 521% 29 5114 Sharp jump in net brings dividends close. 
Worthington P. & M. Conv., 41%/.. 9.00 ere 5.63 8.29 57 39 57 
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National Cash Register 
Putting the Worst Behind 


Better Domestic Business 


and Increasing Armament 


Orders Promise to Compensate for Lost Foreign Business 


BY EDWIN A. BARNES 


on National Cash Register’s six months’ sales 
for the period ended June 30, 1940, were approximately 
3 per cent lower than they were in the same period of 
1939 the decline in greatest part was due to the exclu- 
sion of additional foreign sales from the total results. 
The June, 1939, figures did not include results from 
Germany, Austria, Czecho-Slovakia and Japan but to 
this list were added Algeria, Egypt, Hungary, Nether- 
lands and Spain in arriving at the 1940 figures. 
Despite the further exclusion of five new countries, 
net sales of $20,013,179 for the first half of this year 
were but $63,000 lower than they were a year ago. Sales 
to other than the countries enumerated above were of 
course included in the latest statement. Profits from 


Canada and Great Britain were, as might be expected, 
somewhat lower than in the first six months of last year. 
The greatest decline in dollar volume was in Canadian 
profits, which receded from $485,263 for the period ended 
June 30, 1939, to $260,871 for the same period of 1940. 
English profits of $73,893 for the more recent period 
were approximately 56 per cent lower than a year ago 
for reasons that can well be understood. 

On the other hand, profits from other British posses- 
sions rose approximately 5 per cent in the same period 
while Latin and South American profits were up more 
than 130 per cent to a total of $46,497. On the whole, 
reported foreign profits declined slightly more than 
40 per cent but domestic profits increased approximately 
47 per cent in the comparative 





period. 
The gain in domestic business 





was not sufficient to offset fully 
the further loss in foreign sales 
and as a result, net income for 





the first six months of this year 
was $1,099,831 as compared 
with $1,188,369 a year ago. 
earnings per share of common 
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stock were $0.67 for the 1940 
period as compared with $0.73 
in the comparative period of a 
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year ago. 

Since the middle of the year, 
domestic business has made ex- 
cellent gains, with July sales 
running approximately 30 per 
cent ahead of a year ago and 
the third quarter results prom- 
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ising to make an even better 
showing. Third quarter earn- 
ings’ comparisons will be fur- 
ther improved by the fact that 
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probably will not be necessary to repeat this year. 

Canadian business is reported to be regaining consid- 
erable lost ground and profits are being augmented by 
the fact that the company’s Canadian subsidiaries are 
becoming increasingly active in the manufacture of 
armament materials, particularly shell fuses. The de- 
mand for this type of material is likely to expand con- 
siderably before any marked decline sets in. 

Moreover, with the experience gained in the Canadian 
factories in the making of fuses, the American factories 
are now beginning to make similar materials for our 
own rearmament program and it is most probable that 
an increasing amount of productive capacity will be 
devoted to munitions making as our actual needs be- 
come more apparent. An educational order for fuses 
was granted earlier in this year to the factory at Dayton, 
Ohio, where they have been in production since about 
the first of September. 


Profits Tax Effect Moderate 


Although results for the first six months of this year 
indicated that profit margins were relatively unchanged 
from those of a year ago, it is reported that the com- 
pany is exercising even greater care of costs with the 
result that second half year profit margins will be mod- 
erately higher. Raw material costs during the first nine 
months of the year have, if anything, been slightly lower 
than they were a year ago and while labor costs are some- 
what higher—due to the additional help required for 
increasing business—the excess profits tax will probably 
lack significant effect upon this year’s earnings. 

The recent declaration of a $0.25 quarterly dividend 
to be paid on October 15 maintains the $1 annual rate 
inaugurated in 1936. With the prospect that this year’s 
‘arnings may exceed the $1.11 a share reported on the 
common stock last year by a small margin there is little 
probability but that the $1 rate will at least be contin- 
ued. The company has long maintained a very liberal 
dividend policy, a fact that has compensated in great 
measure for the relative inactivity of the shares on the 
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Stock recent 
months. A definite change in 
sarnings trend coupled with a 
partial transition from a maker 
of computing machines to the 
status of a skilled machine tool 
or instrument maker may help 
considerably to change the mar- 
ket situation. 

While most calculating ma- 
chine makers have usually been 
classed under the generic term 
of business machine manufac- 
turers, they are perhaps better 
equipped to make machine tools 
or delicate machine parts than 
many other manufacturers who 
already are classed in the ma- 
chine tool industry. A cash reg- 
ister, for instance, consists of a 
vast number of intricate parts, 
the assembly of which — and 
much less their manufacture 
would constitute an almost insurmountable obstacle to an 
automobile mechanic. By the same measure, companies 
accustomed to relatively heavy work would probably find 
the same difficulty in accurately machining and assem- 
bling detonators, time fuses, firing mechanisms and the 
many delicate parts needed for the manufacture of 
munitions and arms. 

Aviation instruments, the mechanical assembly of 
‘ange finders, airplane detectors and similar highly accu- 
rate devices are required in great numbers to equip a 
large army and navy although it will probably be im- 
possible for those companies who specialize in that sort 
of work to take care of the ultimate volume of required 
materials. Since the business machine companies al- 
ready have large staffs of mechanics of proven ability 
in just such work it is probable that the overflow will 
be allotted to them for construction. As has been pointed 
out in an earlier paragraph, National Cash Register al- 
ready has had an educational order for fuses and it is 
quite likely that the influx of this type of business dur- 
ing the near term will eventually set the entire produc- 
tion ability of the company operating at peak levels. 

Although it is quite probable that increased domestic 
demand for machines such as are made by this company 
and the incieasing importance of munitions parts and 
other fine equipment will result in better gross income 
for National Cash Register, it is unfair to assume that 
the loss of much of the foreign business which previously 
accounted for nearly half of the company’s sales will be 
without long term significance in the affairs of the com- 
pany. Domestic markets for cash registers, for instance, 
are close to the saturation point and much domestic 
business is mostly for replacement. This does not, how- 
ever, hold true for calculating and business machines. 

While the foreign outlook today is relatively poor, 
it may improve as time goes on. The outlook in Canada 
already shows some signs of betterment and South 
American markets will most likely continue to improve. 
All in all, it would appear as if National Cash Register 
has seen the worst of its private depression and that 
future reports will make better reading. 
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Six Stocks Priced at Five 


BATH IRON WORKS CORP. 
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BUSINESS: Bath Iron Works, located at Bath, Maine, is one of the 
oldest ship-building organizations in this country. Its products have 
included a wide variety of “firsts in America’’ among them being the 
first triple expansion steam engine, and the first gear-driven turbine 
ship for the Navy. The famous Morgan yacht, Corsair, and the cup- 
defending yacht, Ranger, were both products of these yards as have 
been a number of famous naval craft of many types. The yards now 
contain five ways and since 1937 have been devoted solely to Govern- 
ment work. Most of the ships made for the Government are destroyers 
although a number of patrol boats, coast guard cutters and Govern- 
ment-owned cargo boats have been built or are under way. Yard 
facilities—under press of work—are being constantly expanded and it 
is expected that a sixth construction way will soon be in service. 


FINANCIAL POSITION: The company's only capital obligation is its 
418,973 shares of $1 par value capital stock. At the beginning of the 
year there were bank loans of $866,666, but since that time these loans 
are reported to have been repaid. Despite the fact that much of the 
company's earnings since 1927 have been plowed back into equipment 
and plant, financial position at the close of last year was strong. As of 
December 31, last, total current assets amounted to $4,655,869 of which 
the largest part was cash and items due, or shortly to be due, from 
the Government for finished work. At the same time, current liabilities 
were shown as $2,618,775, but since that time they have been reduced 
by the amount of the bank loans recently repaid. A restrictive clause 
in the indenture which secured the bank-notes prevented any payment 
of dividends but now that these notes are out of the way, dividends 
on the capital stock have been resumed with the payment of $0.25 a 
share on July 1. 


OUTLOOK: Increased construction capacity—aided in part by the 
Government—will permit the company to turn out an increasingly 
large number of ships. New Navy orders for destroyers have increased 
the company's backlog of unfilled orders to the unprecedented height 
of about $140,000,000 or sufficient to maintain operations at current 
levels for the next five years. 


MARKET ACTION: Bath Iron Market Bath's moves in re- 
orks Corp. Average lation to average 

‘37 high to '38 low....... 65% decline 64% decline 1% wider 

*38 low to '38 high....... 123% advance 16% advance 61% wider 

*38 high to '39 low....... 50% decline g decline 47% wider 


34 
162% advance 44% advance 270% wider 
Average volatility on four moves 24% greater on declines but 165% greater on ad- 
vances than the M. W. S. index of 309 common stocks. 


COMMENT: Recent price—I5. Order backlogs at an all-time high 


will continue to overwhelm even recently expanded facilities. 
Long-Term Record 


Gross Revenues Net Income . Net Price 
Year (millions) (millions) Per Share Range 
| See $1.727 $.019 $0.05 NA 
| ae 2.738 «200 0.51 NA 
. ao 3.816 -301 0.76 NA 
Se eae 6.746 «229 0.58 NA 
| {I RSE ie 8.293 .020 0.05 11%- 314 
_., Baers 8.608 -130 0.31 9Y%4- 4) 
.. eae 15.026 -661 1.58 12'/- 4% 
1940 (1st half) 7.898 "783 1.87 x16%- 914 
1939 (1st half) A 206 le ee. 
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BUSINESS: Carpenter Steel Co. is one of the smaller manufacturers 
of alloy and stainless steels. While but moderate in size, the company 
is nevertheless one of the oldest in its field and its products are well 
regarded by consumers. Steel bars and strips constitute the major 
sales items although some ingots are also sold. Customers usually 
finish these products for ultimate use by the automobile, aviation, 
machine tool and the electrical equipment industries. The company 
owns several patents for free machining of stainless steels for which 
licenses have been granted to other manufacturers on a royalty basis. 
The revenue obtained from royalties is, however, relatively modest. 
The company has a production capacity of about 39,000 tons yearly 
of electric steel ingots and 28,000 tons of semi-finished steel consist- 
ing of bars, strips, and wire. The wire production capacity is being 
expanded by the addition of new facilities to cost approximately 


$800,000. 
FINANCIAL POSITION: About 360,000 shares outstanding from a 


total authorized issue of 500,000 shares of $5 par value common stock 
represent the entire capital obligation of the company. The balance 
sheet for the fiscal year ended June 30, 1940, indicates no bank debt 
or other notes payable. The same report shows the company to be in 
an excellent financial position with total current assets of $5,797,407 
being more than four times greater than total current liabilities of 
$1,296,592 and cash items alone being nearly double the total quick 
debt. Despite improvements and other similar expenditures in the vicin- 
ity of $250,000 during the last fiscal period, net working capital is 
now about $500,000 greater than it was a year ago and the equity 
value of the common shares has risen to $21.33 a share based upon 
current assets and liabilities as reported. 


OUTLOOK: The prospects for continued increases in consumer de- 
mand for stainless steel and other such alloys as are manufactured by 
the company are good. This year's sales should closely approximate 
those of 1937 which totaled nearly $8,000,000. 


MARKET ACTION: Carpenter Market Carpenter Steel's 
Steel Co. Average moves in rel. to av. 

37 high to '38 low... 65% decline 64% decline wider 

'38 low to '38 high... c 82% advance 76% advance 8% wider 

‘38 high to '39 low....... 38% decline 34% decline 196 wider 

39 low to '39 high....... 145% advance 44%, advance 230% wider 


. peed volatility on four moves 63% greater than the M. W. S. index of 309 common 
locks, 


COMMENT: Recent price—3034. New facilities will permit better 
earnings. Fiscal year defers higher taxes for one year. 
Long-Term Record 
Net Net 


Sales Income Net Per Divi- Price 
Year (millions) (millions) Share dends Range 
MMR os ods: veces $1.825 d$.126 $1. Cc NA 
1933. 1.490 d.274 d1.52 RC NA 
1934. 3.481 467 0.50 RC NA 
1935. 3.915 714 1.11 RC NA 
1936. 5.369 1.166 1.70 RC NA 
1937. 7.953 1.991 3.31 RC 353-13) 
1938. 4.945 526 0.68 $0.40 2214-12 
1939.... ze 5.251 -635 0.88 1.30 33 «13 
1940 9.899 1.45 22.25 132-2244 
RC—Dividends not ad- 


tate sec : le 9 4.05 
*—Fiscal year ending June 30. x—1940 to date. 


justed to stock splits and dividends prior to 1937. NA—WNot available. 
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S. R. DRESSER MANUFACTURING CO. 
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BUSINESS: Dresser Manufacturing Co. makes a complete line of pipe 
couplings and fittings used mainly by the petroleum industry and for 
natural gas pipe lines. In addition to these products which are the 
company's principal source of revenue, it manufactures a line of gas 
engines ranging from 800 h.p. to 60 h.p., compressors of various types 
for the crude oil and refining production ends of the petroleum busi- 
ness, gas pipe line compressors, etc. Additional products include gas- 
fired boilers, warm air furnaces, conversion burners, air conditioning 
equipment, humidifiers and automatic controls for gas appliances. 


FINANCIAL POSITION: About 300,000 shares of capital stock rep- 
resent the company's sole capital obligation. As of June 30, 1940, 
there were neither bank loans nor other similar indebtedness outstand- 
ing. The same report showed current assets nearly $400,000 greater 
than a year before and totaled $3,919,648 as compared with total cur- 
rent liabilities of $1,608,651. Current liabilities were $1,148,269 larger 
than they were a year before but a large part of the increase con- 
sisted of $300,000 of declared but as yet unpaid dividends and nearly 
the same amount set-up as a tax reserve. 


OUTLOOK: Sharply higher industrial activities have already affected 
Dresser Manufacturing Co. sales and promise to continue to do so 
as long as the demand persists. The company's pipe fittings are appli- 
cable to many situations in addition to the natural gas and petroleum 
industries and other products such as gas engines and compressors are 
in increasing foreign demand. Last February the company was reported 
to have booked an order for $2,000,000 of engines and compressors 
for use in Russia and Canadian business is said to be substantial. 
Other branches of the company's business are reporting similar satis- 
factory progress. While there are no records of any war business on 
hand at this time, the company's abilities and facilities should put it 
in line for certain kinds of work at a later date. 


MARKET ACTION: Dresser Market Dresser’s moves in 
Mfg. Co. Average relation to average 

'37 high to '38 low.... 83% decline 64% decline 29% wider 

'38 low to '38 high....... 115% advance 16% advance 51% wider 

'38 high to '39 low...... 57% decline 34% decline 67% wider 

'39 low to '39 high....... 186% advance 44% advance 322% wider 


Avene volatility on four moves 117% greater than the M. W. S. index of 309 common 
stocks, 


COMMENT: Recent price—22. Although half year earnings almost 
equalled the whole of 1939, current price of the shares is more than 
20% below the 1940 high. 


Long-Term Record 


Net Net 

Sales Income Net Divi- *Price 

Year (millions) (millions) Per Share dends Range 
i. ree NA $.012 wane RC 12%4- 15% 
1933. N 046 $0.15 RC 1034- 21/g 

1934. NA -112 0.37 RC 11%- 5 
1935. NA 126 0.42 RC 17Mf- 6% 

See $3.916 389 1.29 RC 3614-13 
REE 6.262 391 1.30 RC 3914- 814 

I ocd ovals 5.803 .053 0.18 ‘con 4 +6 

GO. wc vcsces - 6.912 766 2.55 $0.75 171f- 6 
1940 (1sthalf)..... 5.430 pe 3-48 x1.00 x30 -14% 

Sra 3§s_ se eee 


1939 (isthalf)..... 2.495 ‘0 : Pasar’ 

NA—Not available. RC—Not adjustable to present capitalization. x—1940 
to date. *—Prior to 1939 prices are on “B” shares which have since been 
exchanged share for share for new common. 
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BUSINESS: Monarch Machine Tool Co. manufactures general and 
special purpose lathes for the use of approximately 20 different indus- 
tries, none of which, however, account for more than 20% of total 
sales. The line includes engine lathes, tool-room lathes, semi-automatic, 
full-automatic, automatic form-turning lathes and several special pur- 
pose lathes as well as a large line of special attachments for use with 
the company's well diversified line of machine tools. 


FINANCIAL POSITION: The 210,111 shares of capital stock cur- 
rently outstanding constitute the company's sole capital obligation. 
Although the company is not particularly large its financial position 
is quite strong. Of total assets of $2,141,366 at the end of 1939, 
current assets were $1,246,680 and of these, more than 20% repre- 
sented cash items which in themselves were equal to nearly 90% of 
total current liabilities of $325,545. There were no bank loans or 
mortgages and apart from the capital stock the current debt was the 
company's entire liability. Working capital of $920,935 at the year 
end was probably somewhat small in view of the company's heavy 
business but it was nevertheless an improvement over that of a year 
before and should have increased by a fair margin since the first of 
the current year. 


OUTLOOK: Shipments of machine tools in 1939 reached the best 
levels of the company's history, approximately 30% higher than the 
previous record. What these shipments may be at this time has not 
as yet been publicly disclosed although an official statement in July 
said that shipments in that month were more than double those of a 
year ago. Unfilled orders as of July | were said to be considerably 
larger than they were at the beginning of this year and on January I, 
the company said that they were in excess of $3,000,000. Since last 
year represented a new high record in sales when net billings totaled 
$2,892,767 it is probable that the company continues to have more 
than a year's business upon its books at the present time. From all 
indications, sales in 1940 will run at least 50% ahead of a year ago. 


MARKET ACTION: Monarch Market Monarch’s moves 
Machine Too Average in relation to avge. 

*37 high to '38 low...... 65% decline YF. decline 1% wider 

*38 low to '38 high.... 155% advance 76% advance 104%, wider 

*38 high to '39 low....... 30% decline 34% decline 11% narrower 


*39 low to '39high....... 98% advance 44% advance 122% wider 
Average volatility on four moves 5% narrower on declines but 213% greater on ad- 
vances than the M. W. S. index of 309 common stocks. 


COMMENT: Recent price—45. The shares are selling but fraction- 
ally lower than their all-time high levels. 


Long-Term Record 


Net Net 
Sales Income Net Divi- Price 
Year (millions) (millions) Per Share* dends Range 
1932....... _ NA 4.06 $0.51 0.10 NA 
1933.. NA d.08 d0.69 0.10 NA 
1934.. $3.91 .02 0.21 0.20 NA 
1935. 7.27 .09 0.78 0.45 18 -12%% 
1936. 1.342 26 2.24 1.50 25 -1614 
1937 2.203 44 2.91 2.10 35 12 
1938. P 1.815 32 2.14 1.25 21 «1214 
1939... Aerts 2.893 53 3.53 1.50 29 145% 
1940 f st half). .... NA -66 4.41 «2.50 $x4514-2414 
1939 (1st half). .... NA 17 1.16 Vaca oLaeneae 
NA—Not available. d—Deficit. *—Based on shares outstanding at year 


end. x—1940 to date. S—Also stock dividend 40%. 
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Six Stocks Priced at Five to Eight Times Earnings 


SIMONDS SAW & STEEL CO. 


L. S. STARRETT CO. 










































































” SIMONDS SAW & STEEL CO. | 

Ti ‘I AR 

- yg alt, ge Me {I 
ies | CO a 
; I. 
a 
a. to 
| 2 
| 2 4 

ww 
| H 2 4 \ te 
3 r ATA 

- 1937 1938 1939 1940 
| 

RS ee Te 








BUSINESS: Simonds Saw & Steel Co. manufactures a complete line 
of metal and wood working saws for both hand and machine oper- 
ation. The saws are made from a high grade of alloy steel also manu- 
factured by the company. This steel is further processed into a varied 
line of industrial knives which range from the large rotary shears used 
in the steel industry to cut tin plate to the smallest article used for 
trimming tobacco, etc. While this alloy steel is primarily made for 
manufacturing the company's own products, the plant has sufficient 
production capacity to make selling surplus steel to other users pos- 
sible and as such constitutes an important source of additional income. 


FINANCIAL POSITION: The company has no funded debt and as 
of January |, 1940, no bank loans. The capital structure consists of but 
497,000 shares of no-par value common stock. The 1939 balance sheet 
disclosed a strong financial position with current asset ratio of more 
than 10 to |. Of the $6,001,437 of total current assets, cash and mar- 
ketable securities totaled $2,065,823 as compared with total current 
liabilities of only $576,069. Inventories of $2,905,504 were not only 
$500,000 below those of the previous year but were relatively low in 
view of subsequent sales which may exceed $10,000,000 this year. 
As of June 30, 1940, an even stronger position was indicated but the 
asset ratio was moderately lower at approximately 6 to |. 


OUTLOOK: Practically every type of industry finds use for one or 
more of Simonds products. The trade name Simonds Saws stands for 
the highest quality wherever tools are used. Wholly owned subsidi- 
aries operate saw and knife plants in Canada as well as the manu- 
facture of abrasive grains and these branches should also contribute 
substantially to nearer term income. While 6 months’ sales for the 
period ended June 30, 1940, were approximately 25% higher than 
for the same period of a year ago, net income for the period was 
more than 100% greater than for the first 6 months of 1939, indi- 
cating the presence of a substantial earnings leverage for the com- 


mon shares. 
MARKET ACTION: Simonds Saw Market 
& Stee Average 
*37 high to '38 low....... 42% decline 64% decline 
*38 low to ‘38 high....... 64% advance 716% advance 
"38 high to '39 low....... 32% decline 34% decline 6% narrower 
"39 lowto 39 high....... 72% advance 44% advance 63% wider 
Average volatility on four moves 5% wider than average of the M. W. S. index of 309 
common stocks. 


COMMENT: Recent price—25. Market price to date has failed to 
recognize prospects of sharply higher earnings. 


Simond's moves in 
relation to average 
22% narrower 
15% narrower 


Long-Term Record 


Net Net 
Sales Income Net Divi- Price 
Year (millions) (millions) PerShare(a) dends(a) Range 

a $2.955 d$.254 d$0.51 yess . 
a eee 4.541 552 1.10 $.20 
| Ei 5.575 -669 1.33 -60 
... ee 6.943 1.222 2.44 1.00 ee 
1936. 8.7°5 1.515 3.03 1.40 sacs 
| ers 10.093 1.739 3.48 3.00 26 -15%, 
., ee 6.226 357 0.72 1.00 241-1448 
a Ore 934 1.167 2.35 1.40 28-16%; 
1940 (1st hell)... 4.932 758 1.53 21.40 264-1796 
Svavisnmen)..... 2055 «OVS .. WPS sass . cvenre 


55 371 0.75 Peat 
(a)—Adijusted to 10-1 split in 1937. x—1940 to date. 
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d—Deficit. 
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BUSINESS: L. S. Starrett Co. has but an indirect stake in the rearma- 
ment program but nevertheless the company makes a number of 
articles that should be in strong demand as the speed of preparation 
progresses. The company's products consist mostly of a line of high 


| grade, precision measuring devices which include micrometers, cali- 


| business. 





pers, scratch gauges, straight edges, protractors, bevels and the many 
small tools needed by every mechanic whose work demands even a 
moderate degree of accuracy. These numerous devices are among 
the few accepted standards of accuracy and are accordingly found 
in every tool-room and in nearly every machine-tool operator's tool kit, 


FINANCIAL POSITION: At the close of the company's fiscal year 
which ended on June 30, 1940, 146,699 shares of no-par value com- 
mon stock were the sole capital obligation of the company. During 
the year, 2,866 shares of preferred stock were redeemed and thus 
eliminated the entire issue. Despite the retirement of the preferred 
shares the financial position of the company at the close of its fiscal 
year was strong. Current liabilities of $379,823 were approximately 
8 times smaller than total current assets of $3,023,455 of which $927.- 
375 was in cash of marketable securities. Inventories of $1,591,288 
were not only substantially lower than those of a year before but were 
equal to much less than 6 months’ sales at the 1939-1940 rate of 
The company has been building up an operating surplus 
which has risen from $161,026 in 1938 to $774,544 as of the latest 
balance sheet figure. The fact that the fiscal year ends June 30 will 
defer the application of new excess profits taxes until 1941. 


OUTLOOK: Armament plans call for a large increase in production 
activities and facilities as well as the number of mechanics involved 
and all of these favor the increased sale of L. S. Starrett Co. materi- 
als. That these materials carry a profit margin in keeping with the 
high degree of skill required in their manufacture is indicated by the 
fact that of last year's sales which amounted to $3,654,613, $740,978 
or approximately 20% was carried down to net income. Dividends 
will be in keeping with earnings which are mounting. 


MARKET ACTION: Market 


\verage 
64% decline 


Starrett’s moves in 
relation to average 
1% narrower 


L. S. Starrett 
Co 


63% decline 


38 low to '38 high 95% advance 16% advance 25% wider 
38 high to '39 low....... 41% decline 34% decline 20% wider 


"39 low to '39 high....... 75% advance 44% advance 10% wider 
R snes volatility on four moves 28% greater than the M. W. S. index of 309 common 
stocks. 


COMMENT: Recent price—34!/,. Record high earnings are a possi- 
bility for the current fiscal year. 


Long-Term Record 


Sales Net Income Net Divi- Price 
Year (millions) (millions) Per Share dends Range 
1931... $1.537 $.182 $1.00 $1.70 3414- 6 
1932.. 923 d.172 d1.41 Sai 834- 3 
1933 674 d.187 d1.50 meee 1114- 4 
1934. 1.195 .147 0.79 0.50 153- 6 
1935. 1.446 205 1.22: 1.10 3214-1214 
1936. 2.014 428 2.76 1.80 403/4-245/4 
) 3.017 771 5.10 3.50 48 -19% 
OR vee e's ores 2.289 465 3.05 1.25 3414-171 
a See 2.228 330 2.13 1.2 36-201, 
Sn ee 5 4.93 x2.25 «3434-23 
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The Personal Service Department of Toe Macazine or Wau Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4, I£ not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Tidewater Associated Oil Co. 


Please let me have your analysts’ advice 
on 200 shares of Tidewater Associated Oil 
purchased at 14. Are increased earnings re- 
ported for the half of this year continuing? 
What of the effects of declining gasoline 
prices? Is improvement being shown in the 
three company’s western territories? Are the 
company’s major petroleum products now 
proving profitable? How are sales of heating 
oils, kerosene and gasoline contributing to 
earnings?—E. P., Stamford, Conn. 


Tidewater Associated Oil re- 
ported earnings of 75 cents per 
share on the common stock for the 
first half of 1940 as against 19 cents 
per share in the similar period of 
1939. However, most of this gain 
was experienced in the first quarter 
of the year and it is unlikely that 
second half results will quite equal 
those of the first half although full 
year earnings should be better than 
the total of $1.05 earned in 1939. 
The company is a medium sized 
complete unit in the industry, its 
activities being nation-wide in 
scope. Crude production is equal 
to about one-half of refinery re- 
quirements and the company is 
therefore dependent on the level of 
refined product prices as well as on 
the spread between such prices and 
the price of crude oil. However, an 
extensive development program is 
being followed looking toward im- 
provement of crude reserves which 
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should make the company less de- 
pendent on the spread between 
crude and refined prices over the 
longer term. In fact, crude oil re- 
serves now total something more 
than 1,000,000 acres. Sales of heat- 
ing oils, kerosene and gasoline con- 
tributed more than was usual to 
carnings in the first quarter of the 
vear and although sales of major 
petroleum products later declined 
somewhat, better demand is cur- 
rently being experienced by the in- 
dustry as a whole and the subject 
concern should be in a relatively 
vood position to benefit from this 
situation. Finances continue to be 
quite satisfactory, current assets as 
of June 30, 1940, totaling $55,172,- 
237, including cash of $10,663,859, 
ws against current liabilities of $14.,- 
083,651. Capitalization consists of 
funded debt and purchase money 
obligations in the amount of $35,- 
985,527 followed by 500,000 shares 
of $4.50 cumulative convertible pre- 
ferred and 6,372,580 shares of com- 
mon stock. The current 15-cent 
quarterly dividend rate seems  se- 
cure and may be supplemented by 





Inquiries. 


further extras before the year end. 
While price instability in the indus- 
try beclouds the near term outlook 
to a certain extent, the longer range 
outlook is somewhat more optimis- 
tic and, on that basis, we advise 
retention of your holdings at this 
time. 





Symington-Gould Corp. 


Would you recommend retention of 75 
shares of Symington-Gould? I bought my 
shares at 9°%. What is the present status 
and outlook of this company’s sales and 
earnings now? Are further railroad orders 
in prospect? Can Symington-Gould adapt its 
production facilities to manufacture U.S. de- 
fense materials? Have any overtures been 
made in this direction? How will the exer- 
cise of warrant rights operate—and with 
what effects?—R. S., Manchester, Conn. 


Practically all business of Syming- 
ton-Gould is done with the rail- 
roads, either directly or with car- 
builders. Usually about 85% of 
production is accounted for by 
heavy castings, including couplers, 
side-planes, draft gears and bolsters 
for cars and locomotives. In the six 
months ended June 30, 1940, the 
concern reported a profit equal to 
75 cents per share, a relatively sharp 
gain over earnings of 3 cents per 
share in the corresponding period of 
the year before. While incoming 
business has been lagging somewhat 
of late, second half results should 
be approximately the same as for 
the first half and full year earnings 
promise to be well ahead of the 80 
cents per share earned in 1939. Or- 
ders from the railroads should be 
at better levels over coming months 
as a result of higher carloadings. 
This company, like others in its 
field, is in a position to share in 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 
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armament orders. Certain orders 
have been received from the British 
Government for bomb castings and 
further business of this nature is 
possible. Finances are quite satis- 
factory, the balance sheet as of 
January 31, 1940, disclosing current 
assets of $2,769,604, nearly five 
times as large as current liabilities 
of $578,909. Capital stock outstand- 
ing in the amount of 802,075 shares 
represents the entire capitalization 
of the company. The warrants en- 
title holders to purchase until Oc- 
tober 1, 1941, one-half a share of 
stock at $5 per share and, of course, 
exercise of these warrants over the 
longer term would result in reduc- 
ing the equity of the stock presently 
outstanding. It would appear that 
further dividends of moderate pro- 
portion before the year end would 
be possible. At current levels, the 
stock does not appear to be over- 
priced in relation to probable future 
earnings and we feel that retention 
of your holdings will prove worth- 
while. 





Wheeling Steel Corp. 


Shall I sell my 150 shares of Wheeling 
Steel, common, and take a profit of 5 points 
or hold out for further appreciation? The 
earnings showing for the first six months of 
1940 is splendid—but don’t you believe that 
steel demand has hit its peak, especially as 
far as domestic consumers are concerned? 
Is this company especially vulnerable to ex- 
cess profits taxes? Your opinion will be 
greatly appreciated—Mrs. R. H., Baton 
Rouge, La. 


Wheeling Steel Corp. reported 
earnings of $1.24 per share on the 
common stock for the first half of 
1940 as compared with $1.01 per 
share in the first half of 1939. The 
company is mainly a producer of 
light steel, about three-quarters of 
its production being sheet, tin plate 
and strip. The balance is largely 
pipe and wire products. The con- 
tainer manufacturers are its most 
important customers, followed by 
jobbers, the oil industry and the 
automobile manufacturing indus- 
try. Thus it is expected that fur- 
ther improvement in earnings will 
be seen over coming months. No 
definite information is available on 
armament orders but the company 
should benefit at least indirectly 
from the rearmament program. It 
is expected that the excess profits 
taxes will be only moderate in the 
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case of this company. Finances con- 
tinue in good order, the balance 
sheet at the 1939 year end, which 
is the latest available, disclosing 
current assets of $45,229,106 as com- 
pared with current liabilities of 
$8,136,991. Capitalization consists 
of funded debt of $31,500,000, fol- 
lowed by 363,051 shares of $5 cumu- 
lative convertible prior preferred 
(currently convertible into 1 1/3 
shares of common stock), 16,284 
shares of 6% cumulative preferred 
and 569,616 shares of common 
stock. Dividends on the common 
may be possible before the year end. 
With the outlook pointing toward 
further improvement in earnings, 
the shares have a degree of specu- 
lative appeal and may be retained 
on that basis. 





Bristol-Myers Co. 


How do you evaluate the investment 
status of Bristol-Myers today? Do you 
recommend holding 75 shares acquired at 52 
in view of current uncertain market pros- 
pects? I note that earnings for the first half 
of this year have fallen below the 1939 half. 
Is the 60-cent quarterly dividend in jeop- 
ardy? Is the company’s huge advertising 
expenditures serving as a stimulant to its 
principal products, “Sal Hepatica,” “Ipana” 
toothpaste, “Ingram’s” shaving cream, “Vi- 
talis” and “Mum’’?—Dr. D. S. 8., Chicago, 
Tilinois. 


Bristol-Myers Co. reported earn- 
ings of $1.68 per share for the first 
half of 1940, somewhat below the 
$1.93 per share reported for the cor- 
responding period of last year. How- 
ever, it is expected that continued 
extensive advertising will result in 
increased sales over coming months 
and thus more satisfactory com- 
parisons will doubtless be seen, 
though full year results may be 
somewhat below the $3.49 per share 
earned in 1939. The company is one 
of the more important factors in the 
proprietary drug field, its well di- 
versified list of products including 
such well known brands as Ipana 
toothpaste, Sal Hepatica, Ingram’s 
shaving cream, Gastrogen tablets, 
Vitalis, Mum and Rubberset brush- 
es. Earnings are relatively stable, 
although affected to a certain ex- 
tent by changing levels of consumer 
purchasing power. Activities of the 
company are world-wide, but for- 
eign business accounts for only 
about 5% of earnings, and thus 
fluctuating foreign exchange rates 


as well as upset world conditions 
are not likely to affect earnings se- 
riously. The concern has maintained 
a consistently sound financial posi- 
tion, the balance sheet at the 1939 
year end disclosing cash alone of 
$2,408,523 as being about twice as 
large as total current liabilities. 
Capitalization is simple, capital 
stock outstanding in the amount of 
681,881 shares having the only 
claim on assets and earnings. It is 
believed that the current 60-cent 
quarterly dividend rate will be cov- 
ered by a comfortable margin and 
its continuance is expected. The 
stock appears lacking insofar as 
sharp appreciation possibilities are 
concerned, but is an attractive hold- 
ing where income is of greater im- 
portance. On that basis, retention 
is recommended. 





St. Joseph Lead Co. 


Abiding by your advice, I show a nice 
profit in my holdings of 75 shares of St. 
Joseph Lead. Should I continue to hold? 
Does the company anticipate greater earn- 
ings from sales to the automobile producers 
during the coming new model year? What 
are the prospects ahead for increased volume 
from the paint and cable markets? How is 
the company being affected by cessation of 
lead shipments to Belgium?—F. S. L., 
Fresno, Calif. 


St. Joseph Lead is the largest do- 
mestic lead producer, accounting 
for about one-third of total output 
in this country. In addition, the 
company is an important producer 
of zine. Lead is, however, its chief 
product and is widely used among 
a wide variety of industries, the 
most important being the manufac- 
turing of storage batteries, cable 
coverings, pigments and in_ the 
building trade. Substantial amounts 
are used also in the manufacture of 
sulphuric acid. Its chief holdings 
are its lead mines in Missouri and 
while lead content of the ore is low, 
it is uniform and thus permits of 
low cost of production. Production 
costs of zine is also low. In the first 
half of 1940, the company reported 
a profit of $1.82 per share on the 
capital stock, after depletion 
charges, comparing favorably with 
72 cents per share reported in the 
corresponding period of 1939. Total 
sales for the year are expected to 
be somewhat better than last year 
and loss of foreign markets should 

(Please turn to page 759) 
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CONCLUSIONS 


INDUSTRY—Adequate production of 
consumer goods required to avert 


inflation under defense program. 


TRADE—Defense program will create 


rising demand for consumer goods. 


COMMODITES—Prices display firm- 
ness. Growing confidence suggested 


by action of industrial commodities. 


MONEY AND CREDIT—Commercial 
borrowing continues to rise. Banks 
may take more active role in defense 


measures. 

















Under leadership of check payments and 
electric power output, the pace of business ex- 
pansion has begun to quicken a little; though 


further improvement during the remainder of 


the year can scarcely be at the sharp rate’ 
witnessed following declaration of war last 
September. For this reason, per capita 
Business Activity during the second half will 
probably top that of the corresponding period 
last year by only 7% to 8%, against a 12% 
increase for the first half and an estimated gain 
of 9% to 10% for 1940 as a whole. Thus 
profits for the second half year, by and large, 
will not compare so favorably as earnings re- 
ported for the first half with reports for corres- 
ponding periods last year. It is worth noting 
in this connection that the Federal Reserve 
Board's preliminary index of Industrial Pro- 
duction, heavily weighted by industries bene- 
fitting directly from the home defense program, 
stood at 123 in August compared with 118 
for our own index of Business Activity com- 
puted on the same basis—a discrepancy which 
indicates that benefits of expenditures on de- 
fense have not yet had time to become widely 
diffused throughout the entire fabric of domestic 


business. 
cd * * 


But the defense program is beginning to take 
(Continued on following page) 
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Latest Previous Last 
: er: Date Ranta Month aes PRESENT POSITION AND OUTLOOK 
7 = 
INDUSTRIAL PRODUCTION (a) Aug. 123 121 121 | (Continued from page 745) 
| : i hold in a big way and, with a long war now vir- 
—.. AND A 93 91 86 tually certain, there is every indication that the 
———_ ° yee 99 91 85 United States is entering upon a prolonged period 
Sunble Beak ‘me yp 85 39 68 of great business activity, with prosperity reaching 
70K ae Ng ete ae 3 out into practically every section of our economy. 
Non-durable Goods. Aug 96 96 94 Wi : : A 
: eee ith estimated increases next year of $5 billions 
Primary Distribution............| Aug 90 89 80 : iiiteet det sammie SS Willies far 
Distribution to Consumers.......| Aug 96 92 91 sania stone vest Meee fas 
iitniiennnan Gesat A 1 89 84 plant expansion and a probable rise of $1.5 billion 
neere seer sis in exports, $10 billions would be added to our 
ae s national income, raising the total in 1941 to 
WHOLESALE PRICES (h)....... Aug 77.0 PEP. 77.6 ; 74.9 $83 billions, the largest in our history. This would 
INVENTORIES (n. i. c. b.) supply work for around 6,500,000 more people 
ES eae ener Aug. 133.5 133.2 110.5 and, with an additional 1,000,000 under military 
FUE BONIS 35 oo co sats ewe Aug. 141.0 130.0 96.0 training, would virtually solve the problem of 
I on | Aug. 125.0 117.0 100.0 ployment 
COST OF LIVING 3d) | : ie oe 
a= alt erslewtarra Aug. 86.0 86.3 84.5 | Up to the point indicated by these estimates, 
Ho, Bopha ere eile at8i ees see GG Case — beg a =. the country could enjoy a rising national standard 
using. .... ug. . . . of living; but efforts to press the defense program 
Clothing. ..... ee Aug 73.0 73.1 He | te f imi init inflati 
: : , . yond such limits would initiate an inflationary 
— and Light... . | Aug. 84.8 84.5 84.0 price rise, through shortages in labor supply and 
——: ASA da Aus. 97.4 97.4 96.9 plant capacity, which would progressively lower 
ey See of dollar....... Aus. 116.3 115.9 118.3 our standard of living. Even before this saturation 
NATIONAL INCOME (em)j..../1st 7 mos. $41,600 Senses | PRR es Hes ee epee SOs 
S JU | heavy goods field owing primarily to shortages 
CASH FARM INCOME; in skilled labor and machine tools. At present 
Farm Marketing............... Aus. $696 $668 $601 writing, living costs are only 3% above last year; 
Including Gov't Payments....... Aus. 738 708 717 | with retail prices up 4% and raw material 
Total, First 8 Months........... Aug. 31 -\, 4 | ee 4,594 prices down 9%, on an average. 
Prices Received by Farmers (ee)..| July 95 95 89 
Prices Paid by Farmers (ee)..... July 122 123 120 a es 
Ratio: Prices Received to Prices 
PAONCR) soo dc cous ses on * ..| July 78 77 74 | Rural retail sales duing August were 11% 
—— ee ee J} above the like month of 1939. Department 
FACTORY EMPLOYMENT (f) store sales in the week ended Sept. 14 were 
DUFEDIENSOOGS 6 o05.5.5.66.6.6 0100 00: Aug 99.4 95.6 83.9 10% ahead of last year, compared with a four- 
Non-durable Goods. .......... Aug 107.4 103.3 108.1 weeks’ increase of 11%. Merchandise exports 
a ee as = i i f tedt d 
FACTORY PAYROLLS (f)..... Aus. 103.7 96.5 wi le oe este 
RETAIL TRADE for the preceding 12 months. August exports 
Department Store Sales (f)...... Aug 100 91 89 were 40% above last year, against increases of 
Chain Store Sales (g)........... Aug 122 119 113 38% for July and 40% for eight months. Excess 
Variety Store Sales (g)......... Aug 127.6 124 116 exports amounted to $130 millions in August 
Rural Retail Sales (j)........... Aug 146 13251 134.4 and $988 millions for eight months. 
Retail Prices (s) as of........... Sept. 1 92.9 92.9 89.5 eee 
FOREIGN TRADE : ' 
Merchandise Exportst.......... Aug $349 $317 $251 Carloadings have nor ee ee compere 
Cumulative year's total} to...... Aug Le i) re 1,896 with the sharp speculative bulge following the out- 
. reak of war last year, and so are running currently 
Merchandise Importst.......... Aug 220 232 4 76 7 a — uy “wade _ oad 2 = 
Cumulati iitto.<..:.) Ae “EER anaes sailing osesion <elttensadn gathers 
ee ee ee T to Aus 1,746 1,439 now on increases will be somewhat steeper than a 
RAILROAD EARNINGS year ago; but earnings of the second half year will 
Total Operating Revenues*..... 1st 7 mos.$2,361,674  ...... $2,136,562 not compare so favorably as the first half with re- 
Total Operating Expenditures*. .|1st 7mos. 1,759,555 ~—........ 1,642,706 ports for the corresponding periods of 1939. The 
SBME oe eee ae istVimos. 226469  ...:.. 202,138 first 12 roads to report for August show an average 
Net Rwy. Operating Income*...|1st 7mos. 229,516 214,620 increase over last year of 8.4% in gross revenues 
Operating Ratio %............ 1st 7 mos. 74.50 76.89 and a gain of 11.8% in net operating income. 
Rate OF Reto 9. 66c6s owes 1st 7 mos. 3 | 1.66 Anent the much discussed question of car short- 
: a ————__ ages, there is a convenient rule of thumb that two 
BUILDING CG Contract Awards (k)./ Aus. $415 $399 $312 cars must be in service for each car loaded, owing 
F.H. A. Mortgages to the widely scattered distribution of empties. 
Selected for Appraisalf........| Aug. 122.0 119.7 98.5 
Accepted for Insurancet........| Aug. 89.4 88.1 62.3 er 
Premium Payingt.............. Aug 64.4 60.3 65.1 Z 
Building Permits (c) Spurred by the re-armament program, engi= 
Ly ee eee | Aug. 102.0 112.2 91.8 neering construction contracts awarded in the 
PEW VONGHYT 6 sasscwdaeceae Aug. 14.0 12.6 26.0 week ended Sept. 19 were 90% ahead of the like 
Po Et Oe a fe Aug. 116.1 124.5 117.8 period = year, against a gain of only 8% for the 
| — year to date. 
Engineering Contracts (En);..... 357.8 348.9 231.8 
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Latest Previous La 
ir ih ee a PRESENT POSITION AND OUTLOOK 
om el STEEL 
Ingot Production in tons*......... Aug. 6,033 5,595 3,764 Having at last overcome mechanical difficulties, 
K Pig Iron Production in tons*...... Aug. 4,238 4,054 2,660 | assemblies of 1941 automobile models have 
—_ Shipments, U. S. Steel in tons*....| Aug. 1,456 1,297 886 | jumped to around 100,000 weekly and will soon 
ame! - — | be running at near capacity for the remainder of 
AUTOMOBILES | the year. Retail sales for the 1941 model year are 
Production | expected to be up about 15%, against an increase 
vir- BACKORU SENOS 6 oo Gis fad: ros Sees Aug. 75,873 231,703 99,686 | over last year of 26% for eight months of the cur- 
‘he Total tst'@ Months. .......%.... Aug. 31 2,736,104 —......... 2,271,216 | rent year. Owing to low field stocks, dealer 
od Registrations | sales in the first ten days of September were scarce- 
ing Passenger Cars, U.S. (p)........ 1st6 mos. 1,814,814 ...... 1,409,102 | ly better than a year ago. 
ny. bie. a | et) 1st6mos. 291,118 ...... 248 826 
on * * * 
fos PAPER (Newsprint) 
el Production U. S. & Canada* (tons).| Aug. 403.2 415.3 317.0 Bituminous coal stocks at industrial plants on 
Sti Shipments, U. S. & Canada* (tons).| Aug. 413.9 423.7 303.4 Aug. 1 were 52% higher than a year earlier, under 
te | Mill Stocks, U.S. & Canada * (tons). Aug. 31 178.9 189.6 232.6 | protective accumulation in anticipation of mini- 
‘Id a —— == ——————|_ mum prices at the mines which became effective 
sle ee (Whisky) on Oct. 1st. Anthracite mining operations have 
roduction; Gale. 6. ice ec aces Aug. 3,252 5,200 4,392 b 
ary , een stepped up to a four-day week. Lumber 
Withdrawn, Gals.*.............. Aug. 3,617 5,475 5,065 : 
of Stocks, Gals. * ye 471 (484 479, 189 475.365 orders during August were 19% above last year 
‘ Ee HREOC | CU IS. ore. eee 4891992 | and 22% ahead of production. 
GENERAL | ee eae 
Paperboard, new orders (st).......| Aug. 414,966 398,191 454,817 | 
es, Machine Tool Operations........ Aug. 93.3 88.3 72.6 North American production of newsprint 
ard Railway Equipment Orders (Ry) during August set a new high record for that 
am Locomotive. . Pee ae Aug. 65 51 5 month. Month-end stocks at the mills were the 
ry Ricight Cale... < «sss eee nines Aug. 7,645 5 846 315 lowest since Dec. 31, 1938; but stocks held by 
nd PEGCHHCE Cate... hci enna cco Aug. 102 36 None | publishers and in transit were the heaviest since 
ver Cigarette Production}. ........... Aug. 15,840 15,913 16,571 | Mar. 31, 1938, and 27% above last year. Asan 
on Bituminous Coal Production * (tons).| Aug. 39,240 36,080 35,016 | aftermath of tax-increase anticipatory stocking in 
he Portland Cement Shipments * ane Aug. 13,952 13,552 13,401 | June and July, cigarette withdrawals during 
es Commercial Failures (c)........... | Aug. 1,128 4,175 1,126 | August were fractionally lower than a year earlier. 
zt or =— ee — —— oS 
ar; 
jal WEEKLY INDICATORS 
Latest Previou 
ui Week Week a PRESENT POSITION AND OUTLOOK 
Ty M. W. S. INDEX OF BUSINESS) ; ; : ; - 
br ACTIVITY 1923-25—100...... Sept.21 99.3 98.7 96.5 Coming now into comparison with last year's 
neers REE se spurt following outbreak of war, the margin of in- 
ze ELECTRIC POWER OUTPUT crease over last year in electric power output 
ot 3 4) See nee Sept 21 2,629 2,639 2,449 | has narrowed to 7%. The Government is urging 
—— —— — steam operated electric power plants to place or- 
nd TRANSPORTATION ders now for equipment that will be needed in 
an Garloadings, total .....<c0 ccs. 0es Sept. 21 813,329 804,309 814,828 | 1942 and 1943 to meet the fast expanding re- 
rts Grae res eoe eae eees Sept. 21 40,943 42,494 46,791 quirements of our defense program; since manu- 
of GOA rete aN aos, Cavbasy wicl lates Sept. 21 11,102 11,148 158,842 | facturers of turbines and electrical machinery are 
$s TORS CLISG 1 Rane ee pe @rer ery pete Sept.21 41,022 40,434 35,754 | already operating at close to capacity and will 
ist Manufacturing & Miscellaneous....| Sept. 21 331,589 322,608 324,098 | have large orders to fill for our new warships. 
¢< > =e Sept.21 157,201 156,442 162,098 | ia Se 
STEEL PRICES | With steel operations already at close to 
Pig Iron $ per ton (m)............ Sept.24 22.61 22.61 22.61 | capacity, there appears to be considerable danger 
he Scrap $ per ton (m)...........06- Sept. 24 20.29 20.13 21.67 | of protracted delays in supplying the needs of 
Finished c per lb. (m)............ Sept. 24 2.261 2.261 2.236 | both private industry and national defense in the 
P= months to come. The threatened bottleneck is in 
ye rca sl ote Sent. 96 93.0 93.0 84.0 ingot capacity, which has not been expanded 
‘ll SESE OU CIN ee iL chi : : : much during the long depression. Finished steel 
‘en CAPITAL GOODS ACTIVITY | capacity is ample. 
a (m) week ended................ Sept. 21 103.8 97.7 88.0 | * * «& 
is PETROLEUM After sinking to a new six-year low, gasoline 
ee Average Daily Production bbls.*..| Sept. 21 3,621 3,647 3,681 prices have firmed a little recently; but production 
e Crude Runs to Stills Avge. bbls.*..) Sept. 21 3,680 3,580 3,570 and stocks are still excessive in relation to demand. 
t- Total Gasoline Stocks bbls. *...... Sept.21 76,682 77,010 71,020 The industry may be revolutionized over the next 
i Fuel Oil Stocks, bbls. *.......... Sept.21 79,517 80,002 110,587 | few years through production by the new catalytic 
13 Crude—Mid-Cont. $ per bbl...... Sept. 27 1.02 1.02 1.02 process of 100 octane gasoline which, when used 
EL Crude—Pennsylvania $ per bb!....| Sept. 27 1.33 1.33 1.48 by motor cars, will permit 50% more mileage per 
Gasoline—Refinery $ per gal...... Sept. 27 05 .05 .061%| gallon, at perhaps a 25% increase in retail price. 
i- | t—Millions. + ieened. (a}—Revised Index Federal eee’ 1935- 39—1 00. (b)—Federal Reserve Bank of N. Y. 100%— 
ie estimated long term trend. (c)—Dun & Bradstreet. (cm)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd 1923— 
e 100. (e)—Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (En)—Engineering News-Record. (f)—1923-25— 
e | 100. (g)—Chain Store Age 1929-31—100. (h)—U. S. B. L. S. 1926—100. (j)—Adjusted—1929-31—100. (k)—F. W. Dodge Corp., 
(m)—lron Age. (n)—1926—100. (n. i. c. b.)—Nat. Ind. Conf. Bd. 1936—100. (p)—Polk estimates. (pc)—Per cent of capacity. (pl)— 
| Preliminary. (r)—Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st)—Short tons. 
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Trend of Commodities 


the action of commodity prices signalizes the beginning of 
a sustained upturn. Supplies of most commodities, and par- 
ticularly farm products, are either adequate or subject to 
rapid increase if demand warrants. Moreover, events of the 
past week indicate the extent of Government vigilance which 
is being exercised to forestall price increases. Prompt action 
designed to discourage further undesirable increases in 
copper and lead prices was taken on the part of the Govern- 
ment. In the long run an orderly and supportable price 
structure for raw materials will be of greater benefit to all. 


Commodity prices, as portrayed by both spot and futures 
indexes, made further upward progress during the early part 
of the past week and such evidence of irregularity as ap- 
pees in the wake of the Germany-Italy-Japan pact and 
ower security prices was lacking in significance. The action 
of commodity prices over the past month has given con- 
siderable encouragement to industrialists, evidence of which 
is to be found in the willingness to step up inventory accumu- 
lation. Buying has not been urgent but requirements are 
being covered well into 1941. It is to be doubted, however, 
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Joi) |_| a 
- 1915 1925 1930. 1935 1940 SOF MAMIJJASONDJFMAMIJASOND 
1939 — 1940 - 
U. S. DEPARTMENT OF*LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
High L yd 20 Sept. 27 ye 
1 ow 4 s i 
28 Basic Commodities... 124.2 1056 109.0 110.1 Domestic Agricultural eet. ate 
Import Commodities. erry 132.9 104.7 109.1 110.3 Foodstuffs... .. : 120.0 100.5 104.6 104.7 
D Cc eae 118.7 105.5 108.9 110.0 Raw Industrial 128.4 101.3 112.2 114.2 
= 
Latest Previous Year 
Date Wi. stttc Wh. asthe. Ago PRESENT POSITION AND OUTLOOK 
COTTON 
or on per pound, closing | ican 9.58 9.46 9.98 Cotton. December 7 has been set as the day 
De, et ae IEE ge tee ae 98 9 57.59 9.44 8.99 for cotton farmers to vote on the 1941 acreage 
S cae eg PON EH ARR RE LOI | se 98 3 9.97 9:90 9.39 allotment proposal of 27,900,000 acres. This 
(In bales 0060's) Eg RO nO a | - ; : : | allotment is the same as in the preceding three 
4 | | . Government reported carryover of cotton 
Consumption, U.S............... | Aug. 655 598 _a \ 
RmMCMMMRS: so 3.2.-.5225 | Sept. 20 99.4 135 130.0 on August 1st of 10,453,193 bales. 
Total Exports, season Aug. 1 to....| Sept. 20 107.6 78.1 600.7 | aes ace 
Government Crop Est............ Sept; 4 12,772 11,429 1158e «| 
Active Spindles (000's).......... Aug. 22,078 21,917 99:012 | 
> | Wheat. At the end of the week, spot wheat in 
WHEAT : ; | Chicago was strong with No. 2 Hard Wheat two 
Price cents per bu. Chi. closing | | cents above the loan rate. Developments in the 
December Pe Oe See oe oe ee | Sept. 28 8214 171%, 8434 | Orient added more tension to already chilled 
May........ ade emda PS Sept. 28 81% 78 84% | trading activity. In the past few months trade on 
Exports bu. (000's) since July 1 to | Sept. 14 23,710 22,317 24,735 | the Pacific Coast has constituted the bulk of the 
Exports bu. (000's) wk. end....... | Sept.14 1,393 2,303 1,380 | United States export business of soft white wheat 
Visible Supply bu. (000's) as of.../ Sept.14 171,735 171,124 149,520 eeclitlour: 
Gov't Crop Est. bu. (000’s)...... | Sept. 1 783,560 760,623 754,971 | ye 
CORN ™ 
Price cents per bu. Chi. closing ' c : hele 
1 y, | orn. Reports from Washington indicate that 
a Ana en TaN Cpe oe a - i — aor | the corn crop generally will be unharmed by the 
cate ee oe Se Rene Teena ae ” ° 8 frost as most of the crop was ripe before its ar- 
Exports bu. (000's) since July 1 to.} Sept. 14 7,925 7,199 808 we 
Visible Supply bu. (000's) as of...| Sept.14 29,096 28 662 4,337 : 
Gov't Crop Est. bu. (000's).......) Sept. 1 2,297,186 2,248,246 2,619,137 


THE MAGAZINE OF WALL STREET 



















































































Latest Previous Year 
Date Wk. or Mo. Wk. or Mo. Ago PRESENT POSITION AND OUTLOOK 
g of — oe eS = - - = 
par- COPPER 
+ to Price cents per Ib. | 
| the Doinestic.......6..0:...:0..0+6| Sept 29 12.00 11.50 12.00 Copper. Despite the fact that September is 
hich Export f. a.s., N. Y.. wcocevessl| Sept 28 9.90 9.90 12.00 a shorter month than August it is possible that cop- 
+ Refined Prod., Domestic. * eEneer | Aug. 80,851 90,995 57,339 per deliveries this month may top those of last 
orton Refined Del. |, Domestic” Ee | Aug. 96,383 71,226 59,681 month. The price of copper at the valley base 
Ss in Refined Stocks, Domestic*........ | Aug. 31 198,730 215,823 316,543 has advanced to 12 cents. Japanese inquires con- 
‘ern- Copper Sales, Domestic*......... Aug. 67,281 58,495 38,209 tinue to be the feature in the copper situation. 
rice aT a | aaa oe =o ro 
all. TIN: * * * 
Price cents perlb., N. ¥.......... Sept. 28 51.25 50.05 60.00 
= Tin Plate, price $ per box......... | Sept. 28 5.00 5.00 5.00 : 
World Visible Supplyt as of...... | Aug.31 32,419 33,167 29,695 Tin. Consumers are becoming more con- 
U. S. Deliveriest................ | Aug. 12.470 7.395 5975 cerned as the Far Eastern situation becomes more 
U. S. Visible Supplyt as of........ Aug.31 6,583 6,567 5,339 complex. The market advanced for the first 
Sees Se ae = : time in months, last week, when it reached a high 
LEAD of 5114 cents at the week-end. 
Price’cents perlb.,\N. ¥.......... Sept. 28 5.00 4.90 5.50 
W- S1PrOduction® . < ncicc 6 oe oslo /. ic, ee 44,596 39,000 a Se 
OS /Shipingnts =. s..<.5..< ss oes < Aug. Sere 52,560 45,025 
| Stocks (tons) U. S., as of. Bice tea Sah uiiel YC a | re 55,343 117,985 Lead. One advance took place last week 
| ZINC Pr Serer ee se in the lead price by $2 a ton to levels of 5 cents 
to 5.05 cents, at New York. 
Price cents per Ib., St. Louis....... Sept. 28 7.25 6.85 6.50 
O'S: Production ® = ~.csis «0 0 ccone Aug. 49,939 51,175 40,960 Pee 
| Ae Se Shipnients®. «6 oe. 64ers 6% Aug. 64,065 57,606 49,928 
| * 
Stocks, U. S., as vill ie See era iiss am oe re 38,196 122, andl Zine. In the middle of last week prices broke 
SILK —— an through $8 per ton to 7.25 cents at East St. Louis. 
Price $ per Ib. Japan xx crack. .... Sept. 28 2.55 2.54 3.03 
Mill Dels. U. S. (bales)........... Aug. 31 30,189 22,766 33,095 7 
Visible Stocks N. ids bales ES . - .31 46,898 43,211 25,060 
S| oe | Slee _Traders in the silk market fear that the 
| RAYON (Yarn) United States embargo against scrap iron and 
Price cents perlb................ Sept. 28 53.0 53.0 53.0 steel exports to Japan might cause a retaliatory 
| Consumption (a)................. Aug. 35.4 32.7 31.3 measure prohibiting silk shipments here. 
Stocks as of (a). Pie ten 2 74e ere Aug. 9.3 11.2 18.4 
—EE ee Sarlanalelaa — ease ee ae ee ae evhcaciainlicaltaarittn en * * * 
WOOL 
Price cents per lb. tops, N. Y...... Sept. 28 1.19 1.12 1.27 Wool. The sharp rise in wool top prices in the 
| Consumption, period ending (a).. Aug. 1 28,431 19,373 27,489 the past few weeks has led a number of the cloth- 
- ——— ————-—_ ——_—— $$$ $__——_——. ing manufacturers to anticipate their requirements 
HIDES two to three months ahead as in contrast to their 
ar | Price cents per lb. No. 1 Packer... Sept. 28 12.50 12.00 16.50 policy of hand-to-mouth buying. 
| Visible Stocks (000’s) as of....... July 31 12,715 12,748 13,050 
No. of Mos. Supply as of......... July 31 8.10 8.15 7.00 wee 
Boot and Shoe Production, vines July 33,468 27,905 34,212 
= 2 wo ~ —_— Rubber. Near the close of the week there 
| RUBBER was tightening of the spot market due to the fears 
rice centsigen IG. :... ssad09.e<en5 Sept. 28 19.62 19.25 20.10 that Japan may proceed to the point of inter- 
, Tn fee cal) 20% oe a a de Aug. 73,028 69,474 38,586 rupting the flow of supplies to the United States. 
, Consumption, U.S: Ff... ..s.06 be Aug. 50,477 47,011 51,740 
Stocks U.S., as of............... Aug. 31 212,774 190,222 159,099 + 2. s 
Tire Production (000’s)........... Aug. 4,621 4,854 5,492 
. ire Shipments (00's)... sec pt —— pe sce ag ee aint a 
PP otatenieton 9,7 
Tire Inventory (000's) = of. Rar mn # - i ini — : vecniala _ British Government had arranged to buy the en- 
COCOA tire forthcoming crops of the African Gold Coast 
Price cents per lb. July........... | Sept. 28 4.47 4.45 5.42 and Nigeria. 
Arrivals (bags 000’s)............. Aug. 508 566 377 - *¢ * 
Warehouse Stocks (bags 0 000’ 0's). . : Sept. 27 [ne 1,226 
= = eee ae ee ara Coffee. News from Washington indicate the 
COFFEE possibility of adoption of coffee quota plan by 
Price cents per Ib. (c)............ Sept. 28 6%%-7% 71% 7.75 countries in Central and South America. 
Imports, season to (bags 000's)..... Aug. 31 Piss © ence: 1,868 
U.S. Visible Supply (bags 000’ 9). Sept. 1 1,473 1,374 1,501 sos 
| SUGAR / Sugar. The sugar market having advanced 
| — _— per Ib. around three points during the past week, will be 
Den etre ed are Jee lectern dn, ya ot: Sept. 28 2.75 2.70 3.67% ~— watching Washington for reports on the sugar bill 
= (Immediate Shipment). . Sept. 28 4.35 4.35 5.75 as to whether hearing will be held. 
U. S. Deliveries (000's)*.......... “4st 8 mos. 77s (s\ (|) 4,271(ac) 
U. S. Stocks (000’s)* as of........ Aug. 31 925.8(pl) 1,737 741 .O(ac) 
& ge — Pha tons. (a)—Million pounds. (ac)—Actual. (c)—Santos No. 4 N. Y. (pl)—Preliminary. (rr)—Raw and 
| refined. *—Thousands. 
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Money and Banking 
? 
Latest Previous Year 11 
Date Week Week _ Ago COMMENT 

INTEREST RATES 
Time Money (60-90 days)........ | Sept. 28 1%4% 1%4% 114% Commercial borrowings continue to expand, N 
Prime Commercial Paper.......... Sept. 28 14-34% 1h-34% ¥e-1% although admittedly the gain of $3,000,000 re- 

Call Money ac aul | Sept. 28 1% 1% ‘ 1% ported by New York City Member banks in ove 
__Re-discount aS i ar Sept. 28 1% 1% 1% the most recent week is not particularly impressive. 

CREDIT (millions of $) | The probabilities are, however, that the Prager _— 
Bank Clearings (outside N. Y.)...... Sept. 21 2,962 2,773 9,145 | be Siven an opportunity to render valuab “Reet _ 
Cumulative year’s total to......... | Aug. 31 97166 ...... 88.041 financing the national defense program. Ina test _ 
Bank Clearings, N.Y............. ‘ein tp fe hs | - 
Cumulative year's total to......... | Aug. 31 104,552 : by a: 110,058 — found that commercial banks throughout the aPF 
F. R» Member Banks ‘ nation are in a position to lend upwards of $3,- 

ite chiens ....... | Sept. 18 24,984 24,994 29,339 pe el for the construction of emergency 
Commercial, Agr., Ind. Loans...| Sept. 18 4,578 4,571 4,201 defense plants. 

Brokers Loans.............-0.++ Sept. 18 404 392 532 -—"s 2 In 1 
Invest. in U.S. Gov'ts.......... Sept.18 10,985 9,377 8,428 . 
Invest. in Gov't Gtd. Securities....| Sept. 18 2,583 2,587 2,230 In order to mitigate the objections of private jud 

Other Securities............... Sept. 18 3,704 3,665 3,362 capital to finance the construction of plants de- mu 
Demand Deposits.............. Sept.18 20,984 21,079 18,175 voted solely to the manufacture of munitions and 7” 
Time Deposits... ............. Sept.18 5,355 5,360 5,225 | defense material, the National Defense Advisory 
New York City Member Banks Commission in conjunction with the Army and of 
Total Loans and Invest.......... Sept. 25 9,596 9,691 8,477 Navy departments and the Federal Reserve ves 
Comm'l, Ind. and Agr. Loans....| Sept 25 1,753 1,750 1,652 Board has devised a plan for the triangular co- b ; 
Brokers Gans. ..0:66.5 0:00:04 o oie Sept. 25 301 995 406 operation of the government, private banks and - 
invest. U.S. Gov'ts.. ... «0000... Sept. 25 4,033 4,118 3,328 manufacturers. The plan calls for government pre 
Invest. in Gov't Gtd. Securities....| Sept. 25 1,381 1,376 1420 guarantees of banks loans to private manufacturers vit 
Other Securities............... Sept. 25 1,454 1,464 1,258 for plant construction through assignable contracts. 
Demand Deposits.............. Sept. 25 9,685 9,655 8,170 The manufacturer and the government negotiate a In 
Time Deposits................ Sept. 25 721 721 647 contract for the construction of a new plant. The — 
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Exceptional Possibilities Open 


in Coming 


Market Movements. . 


OW ... as the market adjusts itself to new war devel- portant market movements with the object of securing 
opments . . . you should take precautions against profits to increase your equity. You can also gradually 
avoidable losses and prepare to capitalize on outstanding lay the foundation for substantial profits through 
security situations. As a new base is established, excep- our Longer Term Recommendations as the next recovery 


tional opportunities will be open 


phase gets under way. All com- 





for short term and longer term _/ 
appreciation. 


Take Advantage of 

Forecast Counsel 
In today’s variable markets, when 
judicious action can mean so 
much to your financial welfare, 
we urge that you avail yourself 
of Forecast counsel. We sug- 
gest that you do so on the same 
basis that you would consult 
professional advice when it is 
vital that you know what to do. 


In the field of security guidance 
and prediction of market trends, 
THE Forecast has established 
an outstanding record ... over a 
period of 22 years . . . with its 
authoritative sources of data, 
unique business contacts and 
widespread facilities. Its staff, 








\. mitments made on our advices 


A Fourfold Service l are kept under our continuous 


As a Forecast subscriber, you will re- supervision . . . you are also 


ceive the following comprehensive service informed when to contract or 
designed to meet your investment and 
business needs under today’s conditions. 


1. Security Advisory Service Rare Opportunities 
Scientifically arranged programs to take PP 


expand your position. 


advantage of short, intermediate and Developing 

major market movements . . . with i te Rede . 
definite advice as to what and when to Prepare NOW to invest in po 
buy and when to sell. tential market leaders . . . stocks 
Telegrams on all recommendations for to benefit from war orders and 
short-term profit . . . as included Pes 

in our Trading Advices, Bargain Indi- our five billion dollars armament 
cator and Unusual Opportunities. expenditures. If you wish to con- 


Consultation by wire and by mail is open : 
cian centrate in low and moderate 


—_—— priced common stocks . . . which 


Concise review of current situation with gives you a wide selection in to- 
?; “ A 

latest factors and prospects. day’s markets . . . we suggest 
5. Commodity Service our Unusual Opportunities pro- 


A weekly digest of general position a “ral 
and forecast of leading commodity trends. gram. With moderate capital. 
4. Washington Service you can follow these definite ad- 
Weekly reports on legislative and po- vices in sizable units on an out- 
litical developments and their effects, 








right basis. 





as a result of long and practical 


To cooperate with you under 


experience, has advantageously served investors and trad- Free Service present conditions, we are glad to 


ers in situations like the present. 


What and When to Buy and When to Sell of free service to November 1. 


Through our short-term advices of what and when to 


to November 1 extend to you our new special offer 
By 


that date your market position through our counsel 


buy and when to sell, you can take advantage of im- should be considerably improved. 





Free Air Mail 
Service 


issue or brokerage 
house. Our sole objec- 
tive is the growth of 
your capital and in. ADDRESS 
come through counsel 
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of our weekly and spe- select, I will receive the complete service by mail. ($125 will cover an entire year’s subscription.) 

cial oe aa Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our Private 
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OPPORTUNITIES sufficient to buy 10 shares of all recommendations on an outright basis. 
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aug He sypg scone ADVICES to buy 10 shares of all recommendations on an outright basis. 
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Investing and Trading in 


Steels 





(Continued from page 733) 


is difficult to say at this time. The 
proposed rate of taxes likely to be 
enacted under current legislation 
may carry only a hint of what may 
be in the offing next year, as the 
cost of the defense program mounts. 
Unger the alternative permitting 
the computation of taxes based on 
return on capital investment, earn- 
ings of most of the steel companies 
would stand considerable improve- 
ment before being subject to heavy 
tax levies. The average earnings 
method of determining tax liability 
would hit the steel industry pretty 
hard as will be seen by a compari- 
son of the 1936-39 average earnings 
in the accompanying tabulation. 

Steel issues, with only scattering 
exceptions, are not ones to reward 
the persistent holder with either 
generous yield or growth of capital. 
As vehicles with which to ride the 
cycles in general business and the 
steel industry, they rank high. The 
investor must, however, appreciate 
the precautions and the sense of 
timing necessary in using the steels 
even as speculations on the trend of 
industry. 





Dynamic Growth Prospect 
For Timken-Detroit Axle 





(Continued from page 735) 


share. Per-share earnings for the 
twelve months to June 30, 1939, 
were $1.50 and in the similar period 
of 1938, $1.26, or an annual average 
for the past three fiscal years of 
2.15. These comparisons are made 
in this manner to reflect the change 
this year in the company’s fiscal 
vear from December 31, to June 30. 

Of particular significance, current 
arnings are shown after providing 
$1,400,000 for estimated normal in- 
come taxes and $1,100,000 for esti- 
mated new excess profits taxes. The 
latter amount was equal to about 
$1.12 a share and total taxes either 
paid or accrued for the twelve 
months’ period were the equivalent 
of $3.32 a share. compared with only 
$5 cents a share in the same period 


a year ago. The current estimate of 
excess profits taxes is, of course, sub- 
ject to increase or decrease, depend- 
ing upon the final terms of pending 
tax legislation. 

During the year ended June 30, 
last, dividends totaling $3.25 a share 
were paid on the common stock. On 
September 20, a dividend of $1 was 
paid. 

The predominantly favorable as- 
pects in the outlook for Timken- 
Detroit Axle have not gone unrec- 
ognized marketwise. At recent lev- 
els around 27, the company’s shares 
are quoted only slightly below the 
year’s high of 2814. The market as 
a whole, however, is well under its 
1940 highs. In fact, over an ex- 
tended period of time the market 
action of Timken-Detroit shares has 
been superior to that of the mar- 
ket, as measured by representative 
averages. Yet at the present time, 
the shares are quoted at less than 
eight times earnings, without any 
consideration of prospective gains in 
the months ahead. However, even 
if allowance is made for the various 
restrictive factors which have had 
the effect of reducing the average 
ratio of common stock prices to 
earnings to the lowest levels since 
1937, earnings prospects for Tim- 
ken-Detroit would undoubtedly be 
tempered and subject to more or 
less modification by the extent to 
which the company is apparently 
vulnerable to excess profits taxes. 

The company’s average earnings 
for the 1936-39 period were $1.76 a 
share, which would compare with 
$4.81 a share, before allowance for 
excess profits taxes, for the fiscal 
year ended June 30, last. The al- 
lowance of $1,100,000 was less than 
25% of net earnings. The probabili- 
ties are that the company’s liabil- 
ity for excess profits tax would be- 
come progressively higher as earn- 
ings increased above the 1936-39 
average. The alternative of report- 
ing earnings based on return on 
invested capital would afford the 
company no relief. Earnings on in- 
vested capital in 1939 were nearly 
21%, while for the fiscal year ended 
June 30, last, return on invested 
capital was 35% before allowance 
for excess profits tax. According to 
the Senate version of excess profits 
taxes, any return in excess of 8% 
would become subject to an excess 
profits tax. 

This degree of vulnerability is a 


factor not only in the prospective 
earning power of Timken-Detroit, 
but many other companies as well. 
In short, they will all be “in the 
same boat.” To Timken-Detroit’s 
advantage, however, it seems rea- 
sonable to assume that the com- 
pany will fare as well—perhaps bet- 
ter—than the average. 





As I See It! 





(Continued from page 711) 


intricacies of our problems in the Far 
East, it will not affect those who are 
aware of what has been going on. 

The axis partners, while present- 
ing a solid front to the world, have 
in practice collaborated only for 
psychological and propaganda pur- 
poses—and have acted individually 
entirely in their own behalf. We 
can expect this policy to continue. 

Neither Italy nor Germany can 
give any adequate assistance to 
Japan in the Far East. Italy can 
barely take care of herself. The 
Nazis, blockaded everywhere, even 
if they could afford to do so, can 
neither send adequate armies, ships 
or supplies due to the great lack of 
transportation. 

Japan is weak. Hf we engage her 
navy, her campaign in China could 
readily collapse—while the menace 
of Russia would loom large. Only 
a very weak Japan would have swal- 
lowed the German bait in Indo 
China and been ready to undertake 
such a hazardous adventure. 

A state of war with the United 
States would seriously affect Japan’s 
economy. We have been her main 
source of supply for munition pro- 
duction, and even if she has accu- 
mulated reserves to last for one year. 
she has replacements to think of— 
for losses by modern destructive 
bombardment are rapid. Japanese 
trade would suffer a severe blow as 
war with the United States would 
mean the closing of markets in this 
hemisphere on which Japan is so 
dependent. 

However, the Nazis undoubtedly 
were killing several birds with one 
stone in heralding the triple axis at 
this time. 

It is of particular interest that just 
before the announcement, Germany 
mysteriously landed several regi- 
ments in Finland. The Finns have 
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since declared they expected another 
attack by Russia. It is significant 
too that the Nazis took special pains 
to tell the world this alliance was not 
in any way aimed at Russia—which 
leads me to believe that it was aimed 
at Russia; that it was a warning to 
Stalin to lay low or face a war on 
hoth the European and Asiatic 
fronts. 

Let us not forget that only several 
weeks back Russia was making de- 
mands on the Nazis for the recogni- 
tion of her rights in the Danubian 
basin. 

Hitler has many reasons at the 
moment for taking the center of the 
stage, not the least of which is the 
salvaging of his prestige as a result 
of his failure in the campaign of 
Britain—and the necessity for pull- 
ing another rabbit out of his hat for 
the folks at home. The only promi- 
nence given him by the Nazis’ propa- 
canda office recently was in connec- 
tion with the example of speed he 
was setting the German people in 
the haste with which he rushed to 
the bomb proof shelter when the 
sirens warned that the Royal Air 
Force was over Berlin. 

To us, in the formal announcement 
of the tri-partite agreement, we have 
evidence that the Nazis are des- 
perately striving to break the British 
blockade. They are striking every- 
where simultaneously in the hope of 
finding a weak spot. That they will 
attempt to do everything they can 
to prevent the United States from 
strengthening the British position. 

The Dakar incident was cun- 
ningly and deviously manipulated. 
It was evidently “planted” — a 
scheme on the part of the Nazis who 
had heavily fortified the harbor and 
town. As part of the Rome-Berlin 
campaign in Africa, their purpose 
was to destroy the prestige and sym- 
pathy Britain had won by her amaz- 
ing defense of the British Isles, and 
her eourageous and effective air of- 
fensive against Germany. It cal- 
culated too the effect on those who 
were on the fence in this country, 
and it was designed as well to tell 
our Government how close the war 
was to our shores. 


Nazi Bluff vs. Realities 


In the first place, we can consider 
the pact to be only another scrap of 
paper, like the many other agree- 
ments of convenience made _ since 
this war began which have not been 
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GOOD SERVICE 


is Good Business 





























* Probably it never occurred to 
you, but the life of a Westinghouse 
Service Engineer is a very exciting 
career. This morning he may be 
doing a simple repair job, and this 
afternoon he may be aboard a plane 
speeding to the rescue of a power 
company miles away whose elec- 
trical equipment has been paralyzed 
by some disaster. 


° For instance, we recall the 
hurricane that swept the Atlantic 
seaboard in 1938. A record tide 
played havoc with the generating 
equipment of one of New York 
City’s great power plants. At mid- 
night our Service Department re- 
ceived the emergency call. By morn- 
ing, the entire New York field force, 
reinforced by service men from our 
Newark, Pittsburgh, Buffalo, Utica 
and Philadelphia Service Shops 
were on the job. 


° They found machinery flooded 
with salt water and drenched in a 
sludge of oil. 35 large pumps and 
auxiliary motors and their electrical 
controls were affected. Yet by the 
middle of the fourth day, one of the 
generating units was back in ser- 
vice. A crew of 135 men working 
in three eight hour shifts soon had 
the entire station back in normal 
operation. 





* Only a year before our service 
men braved even fire to help a Cin- 
cinnati Customer continue opera- 
tions. Because our men stayed on 
the job in a building choked with 
smoke and intense heat from an ad- 
joining fire, the company was able 
to maintain its regular production 
schedule. 


° Ingenuity is also a prime req- 
uisite of these service men. For in- 
stance, our New England men were 
given the problem of drying and 
smoothing out water soaked cur- 
rency, bonds and other valuable 
papers soaked by flood. They did it 
promptly and efficiently simply by 
using Westinghouse household 
ironers to press the paper straight 
and dry. 


* These are only a few examples 
of the score of unusual tasks a Ser- 
vice Department must perform. Ac- 
tually, this department, in our case, 
is an industry within itself. We must 
manufacture millions of dollars 
worth of service equipment each 
year. This includes special equip- 
ment as well as renewal parts for 
apparatus which is no longer in 
regular production. 


* To meet the unending de- 
mands for electrical service we 
maintain thirty-six service plants 
strategically located throughout the 
country. More than 3,000 men are 
normally employed. No piece of 
electrical apparatus in America is 
more than a few hours by rail, boat 
or plane from these plants, equip- 
ment and men. 


* Naturally, we are proud of 
the record of this department. And 
we, as many others, consider it one 
of the most important arms of our 
business. Good Service is always 
Good Business. 
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Opportunities WH 
RAIL STOCKS ? 


What effect from rising tariffs 
and Wheeler-Lea Bill? 


Ril stocks are still selling at 
extremely low levels in rela- 
tion to the volume of trafic and 
earnings. Current UNITED 
OPINION Report discusses the 
investment opportunities in this 
group and presents chart studies 
and analyses of the following 
prominent issues: 

Nor. Pacific 


N. Y. Central 
Union Pacific 


Gt. Northern Pfd. 
Pennsylvania R.R. 
Atchison 


If you hold any railroad stocks 
or bonds be sure to read this 
timely forecast. 


Send for Bulletin MW-9 FREE! 
UNITED BUSINESS SERVICE 


210 Newbury St. Boston, Muss. 

















PACIFIC GAS AND ELECTRIC CO. 
DIVIDEND NOTICE 


Common Stock Dividend No. 99 


A cash dividend declared by the Board 
of Directors on September 18, 1940, 
for the quarter ending September 30, 
1940, equal to 2% of its par value, will 
be paid upon the Common Capital Stock 
of this Company by check on October 
15, 1940, to shareholders of record at 
the close of business on September 30, 
1940. The Transfer Books will not be 
closed. 


D.H. Foote, Secretary-T reasurer. 


San Francisco, California. 








PHILCO CORPORATION 


Radios @ Auto Radios * Tubes ¢ 
Refrigerators ©¢ Air Conditioners 


DIVIDEND ON 
fefe) Lite], By gels 4 





The directors of Philco Corporation 
have declared a dividend of twenty- 
five cents ($.25) per share on the 
Outstanding common stock, payable 
October 1 5th, 1940, to stockholders 
of record at the close of business 
October 5th, 1940. 


PHILCO CORPORATION 
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lived up to. It has two great weak- 
nesses. It particularly interferes with 
Stalin’s personal goal in Asia. It 
relies on a weak and vulnerable 
Japan to maintain the axis power in 
the Far East. 

The Nazis apparently do not be- 
lieve it was a coincidence that Rus- 
sia timed her adventure in Rumania 
and her demands in the Danubian 
Basin just as their invasion plans 
on the British Isles were maturing. 
Germany does not know whether a 
formal mutual assistance pact be- 
tween the United States, Britain and 
Russia exists or not. 

Stalin has been steadily rebuild- 
ing his army, greatly enlarging his 
navy, at the same time that the pro- 
pagandists have been fostering a 
Pan-Slav movement in the Balkans 
against Germany. Russia too has 
managed to retain the adherence of 
Greece and Turkey. The Rome- 
Berlin efforts in Jugo Slavia and Bul- 
garia leave the status of these two 
countries in doubt as far as the axis 
is concerned. 

Germany has much more to fear in 
a war with Russia than Russia has— 
although, through the entrance of 
Japan as an active axis partner, Ger- 
many implies Russia would have to 
fight on the European and Asiatic 
fronts simultaneously. 

It is not likely that Japan will 
play Germany’s game. Heavily in- 
volved in China, eager to retain what 
strength she has for the purpose of 
gaining control of the English and 
Dutch colonies, Japan would be un- 
willing to risk any weakening of her 
position by a war with Russia. She 
is likely to give Germany moral sup- 
port only. 

Moreover, Japan knows it would 
be too much to assume that Russia 
would sit on the sidelines if she be- 
came involved in a war in the Pa- 
cific with the United States. By 
subterfuge of one kind or another 
Japan knows Russia would surely 
undermine her position in Manchu- 
kuo and China. 


As far as Germany is concerned, 
war with Russia this winter would 
extend the hostilities to the Balkans 
where it might seriously affect the 
Mediterranean and African cam- 
paigns, and weaken her grip on the 
conquered countries. It might even 
encourage England to take the of- 
fensive against Germany. 

To the United States, the Nazi 
“bluffkrieg” has brought the realiza- 


tion that there must be definite 
weakness in Germany’s position for 
her to have taken such risks. It has 
focussed our attention on the im- 
portance of our maintaining the Brit- 
ish Isles as a first line of defense— 
and has strengthened our resolve to 
support Great Britain. As for Japan. 
knowing her weaknesses, I believe 
we are going to call her bluff ani 
make her back down. Public opinion 
in this country would support the 
Government against Japan. On the 
Pacific Coast the Yellow Peril is a 
very real thing. 





War Shifts in Commodities 





(Continued from page 719) 


ting the poor export prospect. 
cotton probably would be selling 
several cents a pound below current 
quotations if supply and demand 
were permitted to function nor- 
mally. The September crop esti- 
mate of 12,772,000 bales is all of 
2,000,000 bales larger than anti- 
cipated export and consumption re- 
quirements, yet prices have been 
firm, representing the incidence of 
the government loan and the un- 
willingness of southern farmers to 
sell their cotton unless they can ob- 
tain prices sufficiently above the 
loan level to make selling attractive. 

The export prospect for the cur- 
rent season is variously estimated 
at 1,500,000 to 2,000,000: bales, as 
compared with a normal exporta- 
tion of 6,000,000 to 7,000,000 bales. 
As long as the war continues and 
Great Britain is able to maintain its 
blockade of the Continent, exports 
will continue meager. Govern- 
mental efforts to increase domestic 
consumption through export sub- 
sidies and purchases for relief dis- 
tribution, plus the preparedness 
program, will help boost domestic 
consumption as a partial offset to 
the loss in foreign trade in raw cot- 
ton but the government loan will 
take up most of the slack. The re- 
sultant artificial scarcity will tend 
to hold prices at or above the loan 
level (approximately 9.35 cents this 
season), but any appreciable ad- 
vance would bring cotton tumbling 
out of the loan. 

Domestic wheat supplies are more 
than ample for prospective con- 
sumption requirements, and the in- 
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dications are that the carryover at 
the end of next June will show a 
substantial increase over this year. 


Exports are expected to be very’ 


small, since British demand is being 
met by lower-priced wheat from the 
dominions, and, despite the re- 
ported shortage of foodstuffs in Con- 
tinental Europe, shipments there 
are impossible owing to the block- 
ade. Were it not for the Govern- 
ment loan, prices probably would 
be considerably lower than they are 
and subject to pressure from the 
marketing movement. As _ it is, 
however, prices have moved up 
gradually in recent weeks towards 
the loan level, impelled by the un- 
willingness of farmers to sell for 
less than they can obtain through 
borrowing from the Government. 
Approximately 150 million bushels 
out of this year’s production of 784 
million have been placed in the loan, 
and farmers are holding several 
hundred million bushels more for 
higher prices or for loan placement. 

Farmers’ attitude towards prices 
is difficult to determine, but, if 
prices at Chicago should advance 
above the loan value of 81 cents, far- 
mers probably would sell more 
freely while, if prices should ad- 
vance substantially above the loan 
value, wheat probably would be 
withdrawn from the loan for sale. 
Wheat growers profited through 
holding for higher prices last fall, 
and, buttressed by the loan, may be 
able to repeat their experience this 
fall. Apart from the artificial 
strength created by governmental 
bolstering of prices, there is no 
source of strength in the wheat sit- 
uation. Seedings of winter wheat 
this fall are expected to be about 
the same as last year, and moisture 
conditions in the winter wheat belt 
are superior to a year ago, holding 
forth the promise of another more 
than ample crop. 

Corn supplies are large and 
would be burdensome, marketwise, 
were it not for the large stocks of 
old crop corn sealed under Gov- 
ernment loan and for the expecta- 
tion that a large part of this year’s 
crop also will be sealed. Present 
prices are somewhat below the anti- 
cipated average farm loan rate of 
61 cents a bushel, and, accordingly, 
stiffening of prices is likely as the 
marketing movement gets under 
way. A shortage of free supplies 
is in prospect, even after allowance 
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for smaller feeding demand than last 
season. If prices advance suffi- 
ciently, Argentine corn probably 
will be imported over the tariff 
wall later on for use on the Atlantic 
seaboard and for sections supplied 
through Gulf ports. The Argentine 
export surplus apparently puts a 
limit on strength in domestic corn 
prices. 

Hlide prices are more volatile than 
those of most other commodities, 
and are more difficult to predict 
with any certainty of accuracy. 
Domestic stocks of hides are small, 
reflecting the low rate of cattle 
slaughter and the high consumption 
during the past several years, but 
hide prices tend to reflect more the 
changes in general business activity 
than in the supplies of hides. United 
States cattle slaughter provides in- 
sufficient hides for domestic con- 
sumption requirements, necessitat- 
ing importation, largely from South 
America. During peace time, we 
had to compete actively with Eu- 
ropean buyers for the South Amer- 
ican take-off, but European buying 
now is restricted to a few countries. 
The South Americans are heavy 
beef-eaters, and probably will pile 
up large supplies of hides despite 
some contraction in slaughter ow- 
ing to the shrinkage in European 
beef shipments. The ready avail- 
ability of these South American 
hides puts a check on sharp ad- 





vances in domestic prices. 

At the same time, there are no 
indications that foreign hides will 
be dumped on the domestic market 
to bring what they will. The hide 
market was almost demoralized for 
a short time this summer by this 
fear, but imports proved to have 
been much smaller than believed, 
and prices since have staged a sub- 
stantial upturn on active tanner 
buying. 


Food Imports 


Coffee prices have been adversely 
affected by the war, and are un- 
likely to display much strength as 
long as the war continues. Central 
and South America produce approx- 
imately 90 per cent of the world 
crop, while the area within the Brit- 
ish blockade normally takes around 
40 per cent of the annual exports 
from the producing countries. With 
a large part of the export outlets 
closed, supplies are accumulating 
in Central and South America, al- 
though the full impact of the Con- 
tinental blockade will not be felt 
until the new crop comes on the 
market. Production control meth- 
ods are being considered, and a 
quota plan on exports to the United 
States may be adopted to prevent 
glutting eur market. At the pres- 
ent time, there appears to be little 
threat of price demoralization, but 


755 








e surplus problem will remain as 
a check on price strength for the 
duration of the war. 

The outlook for domestic sugar 
prices is dependent to a consider- 
able extent upon whether Congress 
extends the import quota system 
into 1941, but the consensus is that 
ihis action will be taken. Prices are 
very low, reflecting large quotas 
earlier this year and some fear that 
the quota system might be discon- 
tinued, but prices recently have 
improved slightly on the adoption 
of smaller quotas and rather gen- 
eral expectations of a friendlier 
Washington attitude towards the 
sugar market. Most consumers have 
been hand-to-mouth buyers for 
some months, and a reversal of con- 
sumer attitude undoubtedly would 
create a stronger market. Funda- 
mentally, under the import quota 
system, domestic prices are divorced 
from the world price and are sub- 
ject more to administrative action 
than to supply and demand factors. 
World sugar prices are very low, re- 
flecting the impact of the British 
blockade upon shipments from Cuba 
and other countries to Europe. 





Another Look at the 
Aircrafts 





(Continued from page 727) 


most individual companies, have 
become all but meaningless. It is 
common knowledge that the aircraft 
manufacturers are snowed under 
with business and that, barring the 
wholly unexpected, they will be 
struggling to meet deliveries for at 
least two years. With capacity 
operations thus assured as far or 
farther ahead than any investor can 
attempt to see, the actual dollar 
totals of unfilled orders lose much 
of their significance. 

In short, the industry faces what 
is primarily a production problem. 
The day of skyrocketing profits is 
over and also, for some time to come 
at least, of rapidly rising aircraft 
stock prices except where these may 
occur in conjunction with general 
market swings. Not to end on a 
wholly dismal note, however, the 
future of aviation, war or peace, is 
scarcely to be doubted and_ulti- 
mately private and commercial de- 
mand for planes will unquestionably 
exceed the current military demand. 
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How Government Will 
Finance the Armament 
Spending 





(Continued from page 723) 


imagine the present Federal debt 
being eliminated overnight, what 
would happen? Answer: an incon- 
ceivable financial chaos. 

If the Federal debt were sub- 
stantially reduced over a period of 
years—as happened between 1919 
and 1930—the result would be finan- 
cial deflation and economic depres- 
sion unless this decrease were offset 
by proportionate expansion in pri- 
vate debt or debt of local govern- 
mental units or combined debt of 
both the latter forms. 

The national defense problem is 
primarily a production problem. 
Getting the funds to pay for it pre- 
sents no conundrum at all—though 
we come to controversy and honest 
difference of opinion on the question 
of just what is the soundest and 
most desirable method or combina- 
tion of methods to use. There are 
only three feasible methods—taxa- 
tion, borrowing savings, borrowing 
bank credit. 

No matter how good the Govern- 
ment’s credit is today, it should not 
be profligately used. We do not 
know what the future holds. The 
Social Security obligations in time 
will require huge annual disburse- 
ments, to be raised by additional 
taxation or borrowing. When the 
armament boom has run its course 
and some kind of world peace has 
been established, the choice prob- 
ably must be made between severe 
depression or a shift from armament 
spending to almost equally heavy 
pump-priming of a different type, 
perhaps public works and a bigger 
and better WPA. 

And it is right here that we see 
the weakest link in the theory of 
using Government spending as a 
compensatory mechanism to bal- 
ance the private economy. The 
theory is to expand Government 
debt when private debt contracts, 
to contract Government debt when 
private debt expands. But in prac- 
tice—governed more by political 
pressures than intelligent fiscal plan- 
ning—it has proved a one-way road. 

The greatest fiscal danger today is 
not in the exact size of the deficits 
or the debt but in the apparent fact 
that we are letting a negative policy 





of drift, improvisation and politica? 
expediency involve us in a vicious 
and self-perpetuating cycle. 

There is still ample time to devise 
a sane program. With some 9,000,- 
000 people out of work—possibly 
two-thirds of them employable— 
and with the per capita national in- 
come well below what the long term 
trend line calls for, we cannot pru- 
dently permit thoughts of possible 
future inflation to turn our eyes 
from present continuing deflation. 
Until actual production of arma- 
ments assumes large proportions it 
would be unwise to risk deflation of 
civilian production and consumption 
by still heavier taxes. 

It may be and probably will be a 
different story about a year from 
now, with the gathering momentum 
of the boom justifying brakes in the 


form of income and excise taxes 
deliberately aimed at curtailing 


uon-essential civilian consumption. 
Meanwhile it would be a sound 
policy for the Government to cut 
down or abandon new commercial 
bank borrowing—thereby eliminat- 
ing a major inflationary force in the 
banking system—and seek in much 
greater degree to tap genuine sav- 
ings in its necessary bond financing. 

If voluntary loans prove inade- 
quate, a beginning should be made 
on forced or semi-forced loans, tak- 
ing care—as in handling taxes—not 
to deflate civilian consumption in 
any important degree through this 
device before substantial armament 
activity is established. 

When the boom really gets going 
taxes and forced loans would be the 
most practical fiscal controls to use. 
This is not to predict that they will 
be used in adequate degree. The 
thing may turn into a pump-prim- 
ers’ paradise—more of the same 
gamble, only on a vaster scale, that 
we have been making with none too 
much luck for the past seven years. 
Such a course seems more likely 
than not if the New Deal gets a new 
iease on life in the coming election, 
for it fits in with New Deal philoso- 
phy and practice to date. The re- 
sult, while it lasted, would be 
record - breaking business activity 
and, unless a miracle brings collapse 
of the Hitler regime, it will probably 
last a long time. 

What should the average income 
investor do about it? As long as he 
has an option left, he certainly 
should not buy gilt-edged bonds— 
not hecause of the remote threat of 
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VIGILANT MANAGEMENT 
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EVERY business venture rises or falls by 


reason of one primary factor—management. 


Likewise, the healthy expansion — or the 
shrinkage—in your capital and income in the 
fast-changing war markets ahead will be 
governed by the effectiveness of the manage- 
ment of your investments. 


Defense orders, new taxes, political changes, 
—all must be considered currently. 


Capable management must arrange your di- 
versification as to type of security, nature of 
business, geographical location and political 
influences so as to protect your principal and 
foster its growth. 


It must plan to maintain an income return 
to meet your needs, and to provide a degree 
of safety to fit your personal circumstances. 


Proper supervision must weigh painstakingly 
the developments in Europe, in Africa, in the 
Far East, in South America and at home. It 
must anticipate dangers and set up safeguards 
for your capital. It should see new oppor- 
tunities as they materialize and take steps so 
you share fully in income and profit benefits. 


How can such management be attained? It 
is a task requiring specialized knowledge, 
painstaking research, broad facilities and a 
capable staff. It is not a one-man job. 


A study prepared by the Twentieth Century 
Fund estimates that several billions of dol- 
lars are under the supervision of investment 
counsel firms in this country. 


No firm or individual is infallible, yet this 
estimate indicates that substantial investors 
have found that a reputable, professional 
organization, such as Investment Manage- 
ment Service, can attain satisfactory results 
more surely and safely than can the indivi- 
dual acting on his own judgment or with 
limited assistance. 


Investment Management Service can collect 
the facts for you... it can interpret and 
apply them to your securities . . . it can su- 
pervise every dollar of your invested funds, 
as you would supervise your portfolio if you 
had the time, facilities, training and staff so 
necessary today. 

At this critical time why not investigate our 
supervisory counsel by taking advantage of 
the special invitation below? 
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inflation but simply because there 
is no percentage in buying a 214 per 
cent yield, in competition with regu- 
lated institutions, when by prudent 
shopping around he can buy yields 
which, after due allowance for pend- 
ing increased taxes, are two to three 
times as large. They can be found 
not only in common stocks but in 
many instances even more advan- 
tageously in medium grade bonds 
and preferred shares. 





Phelps Dodge 





(Continued from page 729) — 





fabricating—a recent novelty in the 
trade—may add to ultimate profits. 
This business is the outgrowth of the 
disruption of England’s fabricating 
facilities and handles metal pur- 
chased abroad by the customer. 
The company has an excellent di- 
vidend record for in every year of 
the past 20 with the exception of 
1932 and 1933, some dividend has 
been paid. Last year $1.50 a share 
of common stock was disbursed—in 
1938 $1.00 a share was paid—and so 
far this year, three distributions of 





$0.25 a share each have been re- 
ceived by the stockholders. These 
will probably be augmented by some 
further payment and perhaps an 
extra before the end of this year. 


While the longer term prospects 
of any company depend upon many 
things not generally predictable, 
what can now be foreseen indicates 
an attractive future for Phelps 
Dodge Corporation. Copper pro- 
duction, which we have seen was 
just short of 300,000,000 pounds in 
1939, may be stepped up close to 
$20,000,000 this year and consider- 
ably higher by 1942 when the Mo- 
renci “stripper” mine comes into full 
production. Expert opinion is that 
Phelps Dodge’s ultimate production 
of copper will approximate 520,000,- 
000 pounds yearly or the equivalent 
of about 102 pounds of copper per 
share of common stock now out- 
standing as compared with current 
production of about 63 pounds per 
share of stock. 

These estimates do not take into 
consideration the conversion feature 
of the currently outstanding deben- 
tures for if these bonds were to be 
converted into common stock there 
would then be 5,438,846 shares of 


common stock outstanding. On the 
basis of full bond conversion the 
prospective copper production per 
share would be about 96 pounds per 
share, worth at current prices, ap- 
proximately $11.04 a share. In ad- 
dition to this there is also the gold, 
silver and lead recovered as a by- 
product of mining operations. Last 
year’s output of silver and gold 
added approximately $2.30 a share 
of common stock to gross revenues 
and since the production of precious 
metals is not likely to grow smaller 
in the nearer term, nor is there likely 
to be any downward revision in the 
U. S. Treasury prices for these 
metals, prospective production of 
Phelps Dodge is likely to reach het- 
ter than $13 per share per annum 
within relatively few years. 

In the past the market action of 
Phelps Dodge common stock has 
been about on a par with other good 
copper shares. Now, with the great- 
est part of its production within the 
borders of the United States and the 
prospects of well maintained demand 
for copper at satisfactory prices, it 
is probable that the shares will 
render a somewhat better than aver- 
age market performance. 
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Answers to Inquiries 





(Continued from page 744) 


be well offset by increased domestic 
sales. The company should benefit 
directly and indirectly from the 
stimulus imparted to business in 
general by the rearmament program. 
Finances have been maintained in a 
consistently strong position and the 
balance sheet as of June 30, 1940, 
disclosed cash of $11,002,789 well in 
excess of total current liabilities of 
$3,036,191. The current ratio was 
about 6.4 to 1. Capitalization is 
simple, consisting entirely of 1,955,- 
648 shares of capital stock outstand- 
ing. The company has a good divi- 
dend record, disbursements having 
been made in varying amounts in 
line with earnings in every year 
since 1906 with the single exception 
of 1933. 1940 disbursements will 
doubtless equal the $2 per share 
paid in 1939. At present levels, the 
issue returns a reasonable yield and 
the outlook indicates some further 
improvement in earnings. Accord- 
ingly, we suggest retention of your 
holdings for the income which they 
afford as well as for their apprecia- 
tion possibilities. 





U. S. Hoffman Machinery Corp. 


You were kind enough to give me some 
market information .last December which 
has served me in good stead. Now I will be 
grateful for your advice on the outlook for 
U. S. Hoffman Machinery. My investment 
in this company amounts to 175 shares at 
614. It has come up 2 points from its low, 
and cannot make up my mind to hold or 
sell and take a small loss. Are costs now 
more in line with sales? Do you anticipate 
further earnings gains?--R. P. B., Syra- 


cuse, N.Y. 


U. S. Hoffman Machinery manu- 
factures equipment for the laundry, 
dry-cleaning and _ pressing, _ hat- 
blocking and garment trades, being 
one of the more important com- 
panies in this field, and in addition 
manufactures centrifugal blowers, 
exhausters and industrial vacuum 
cleaning systems. The concern’s 
sales are influenced indirectly by 
changing levels of public purchas- 
ing power which affects demand by 
laundry and dry-cleaning establish- 
ments for this company’s products. 
In addition, most customers of the 
concern are of the marginal type 
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and uot good risks, collections thus 
having an important effect on earn- 
ings. Profit margins are usually nar- 
row due to keen competition and 
high credit risks but are believed to 
have improved recently as the re- 
sult of generally better business and 
employment conditions. Profits in 
the first half of the current year 
were equal to 60 cents per share as 
against only 2 cents per share in the 
first half of 1939. It is expected that 
‘arnings will continue this improve- 
ment over coming months and full 
year results should be measurably 
ahead of the deficit of 11 cents per 
share reported for last year. Fi- 
nances continue to be satisfactory, 


the balance sheet as of June 30, 
1940, disclosing current assets of 
$6,830,606 as against current liabili- 
ties of $2,533,791. The capital set- 
up of the company consists of 
25,529 shares of 544% cumulative 
convertible preferred and 219,016 
shares of common stock. While 
there is no definite information 
available as to the possibility of or- 
ders of an armament nature, the 
company will doubtless benefit in- 
directly from the stimulus imparted 
to general business as a result of the 
arms program. Early resumption of 
dividends is not, however, expected. 
As a low-priced speculation, the 
shares have a degree of appeal at 
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this time and retention of moderate 
commitments for the time being is 
warranted. 


Western Maryland Railway Co. 


Where do you believe Western Maryland 
ought to begin to move marketwise? I have 
had this stock some time and know that it 
is one of the leading carriers of soft coal, 
iron and steel products, yet I continue to 
hold my 300 shares at a considerable loss. 
Is it likely that earnings will continue to in- 
crease at the rate reported at the end of 
July? Please air-mail your advice—F. P. D., 
Seattle, Wash. 


To a large extent, operations of 
Western Maryland are dependent 
on rates of activity in the steel in- 
dustry since about 60% of its 
freight tonnage is accounted for by 
movements of bituminous coal, with 
iron and steel, petroleum, ore and 
cement accounting for a large part 
of the balance. Through its own 
lines, as well as connections with 
other roads, the company operates 
in a highly industrialized territory 
touching such centers as the West 
Virginia coal fields, the Pittsburgh 
steel center and the Great Lakes re- 
gion. Earnings for the seven months 
ended July 31, 1940, were equal to 
21 cents per share on the common 
stock, which, while relatively low, 
compares favorably with the deficit 
of $1.38 per share reported for the 
corresponding period of the year be- 
fore. With all indications pointing 
toward a high level of industrial ac- 
tivity in the territory served, earn- 
ings during the balance of the 
current year are likely to continue 
to show satisfactory comparisons 
with year earlier figures. Finances 
continue to be satisfactory, current 
assets on June 30, 1940, totaling 
$5,604,463, including cash of $3,049,- 
189, as against total current liabili- 
ties of $2,755,751. Capitalization 
consists of funded debt outstanding 
in the amount of $64,919,866, fol- 
lowed by 177,420 shares of $7 cumu- 
lative first preferred, 61,382 shares 
of $4 non-cumulative 2nd preferred 
and 532,869 shares of common 
stock. While earnings are expected 
to show further gains over coming 
months, arrears on the first pre- 
ferred prohibit any payments on the 
common stock over the intermedi- 
ate future. However, at current de- 
pressed levels, the common has a 
degree of speculative appeal and 
retention on that basis of moderate 
commitments is warranted for the 
time being. 
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